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I. INTRODUCTION 

A. Procedural Background 

Following a Special Open Meeting held on April 25. 2002, the Commission issued a 

Procedural Order in these consolidated dockets on May 2, 2002. The May 2. 2002 Procedural Order 

;et a hearing schedule for those issues delineated as "Track A" issues. and established a preliminary 

xocedural framework for meeting an October 21 ~ 2002 completion date for Coininissio~~ 

:onsideration of competitive solicitation issues, which were delineated as "Track B" issues. 'The May 

l ,  2002 Procedural Order directed that Track B proceed concurrently with Track A, and instructed 

nterested parties to file by May 13. 2002, a list of proposed issues for consideration. and a procedural 

imetable (including comment periods) for thc Track B issues. The May 2, 2002 Procedural Order 

ilso ordered the parties to submit to the Commission's Utilities Division Staff ("Staff'.) a list of 

lualified persons to act as an independent consultant/evaluator, and ordered Staff to begin any 

equired procurement process as soon as possible. The May 2, 2002 Procedural Order directed Staff 

ind the parties to keep the Commission and the Hearing Division apprised of the progress being 

nade on Track B through docket filings. and to immediately contact the Hearing Division if 

dditional issues required resolution. 

On May 13, 2002, Tucson Electric Power Company ("TEP"), Arizona Public Service 

Zompany ("APS"), the Arizona Competitive Power Alliance ("Alliance"), the Residential Utility 

:onsumer Office ("RUCO") and Staff filed Track B proposals in compliance with the May 2, 2002 

'rocedural Order. Staff indicated in its filing that it anticipated awarding a contract to an 

ndependent Evaluator on or around July 8, 2002. 

BY THE COMMISSION: 
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On Mal 3 1 .  2002. Staff filed a list of issues for coiiiment of the other parties. On June 20. 

2002. based on the proposals submitted on May 13. 2002, the First Pracedural Order on Track B 

Issues established a procedural schedule that included borkshops, as proposed by Staff, on July 24 

md 25, 2002. The First Procedural Order stated that the balance of the procedural schedule would be 

iependent upon the Commission‘s Decision on the Track A issues. the consensus reached by the 

2arties during the workshops or otherwise. and whether a hcaring on any Track B issues became 

iecessary. The First Procedural Order sct a deadline for the parties to respond to Staff‘s May 3 1. 

,002 list of issues by July 1, 2002, which response was to include any competitive solicitation issues 

lot addressed in Staffs May 3 1. 2002 filing, and also set a deadline of J d y  17, 2002. for Staff‘ ant 

he Independent Evaluator to file a list of issues to be addressed at the July 24 and 25, 2002 

vorkshops. In addition. the First Procedural Order encouraged the parties to meet and attempt to 

ichieve a consensus Competitive solicitation proposal as outlined by APS in its May 13, 2002 filing, 

md directed Staff to continue preparation for the filing of a Draft Staff Report by the August 28, 

‘002 deadline referred to in its May 13, 2002 filing, pending the issuance of a further procedural 

chedule. 

Hearings were held on the Track A issues during the last two weeks of June. 2002. and 

Iecisioii No. 65154 was issued on September 10. 2002, in these dockets. In addition to its 

ietermination of Track A issues, Decision No. 65 154 ordered the parties to continue their efforts in 

‘rack B to develop a competitive solicitation process’ that can begin by March 1 ,  2003. 

The parties held an additional workshop on August 13 and 14, 2002. 

On September 16, 2002, Staff filed a Request for Procedural Order (“Request”) asking that a 

caring be set to commence on November 20, 2002, following a third and final two-day workshop to 

i 24 

I 25 

I 26 

I 27 

I 28 

Decision No. 65 154 ordered that upon implementation of the outcome of Track B, APS and TEP shall acquire, at 
minimum, any required power that cannot be produced from their respective existing assets, though the competitive 

rocurement process as developed in the Track B proceeding; and that the minimum amount of power, the timing, and the 
irm of procurement shall be determined in the Track B proceeding. 
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be held on September 26 and 27. 2002. APS and Panda Gila River, L.P. (“PGR’) filed responses to 

Staffs request indicating their agreement that a hearing would likely be necessary to achieve a 

resolution of the Track B issues. While APS agreed with the procedural schedule proposed by Staff 

in its Request, PGR requested a scheduling conference so that all parties might comment on dates to 

be included in any procedural order and on issues to be addressed at the hearing. l he  Second 

Procedural Order on Track B Issues was issued on September 24, 2002 and required the parties to 

file, by October 1 ,  2002, their proposed schedules for the conduct of a hearing to be held following 

the third workshop, and a list of the specific issues the parties believed remained to be addressed at 

the hearing. A Procedural Conference was held as scheduled on October 2, 2002. I t  became known 

at the October 2, 2002 Procedural Conference that the existing Track B schedule being discussed in 

the workshops did not require APS and TEP to provide their needs assessments and procurement 

proposals until January 3 1 ,  2003, which was after the hearing dates being proposed by the parties. 

The Third Procedural Order on Track B Issues, issued on October 9, 2002, therefore required that 

APS and TEP file a needs assessment and procurement proposal, sufficient to inform the Commission 

in its determination of the minimum amount of power, the timing, and the form of procurement as 

required by Decision No. 65 154 (“Needs Assessment”), along with supporting testimony, by 

November 4, 2002. in order to allow the other parties to respond in their pre-filed direct testimony. 

The Third Procedural Order also set the remainder of the procedural schedule for the hearing, and for 

the pre-filing of direct and rebuttal testimony and exhibits. 

On October 25, 2002, Staff filed its Staff Report on the Track B Issues. The Staff Report 

contained a “Detailed Staff Proposed Solicitation Process” and also included a separate section 

setting forth Staffs  position on unresolved issues. On November 4, 2002, APS and TEP filed their 

Needs Assessments pursuant to the requirements of the Third Procedural Order. Following the 

November 4,2002 filings, the parties held an additional workshop on November 6,2002. 

On November 12, 2002, APS and TEP filed their direct testimony, including their response to 

the Staff Report. Also on November 12, 2002, Harquahala Generating Company, L.L.C. 

(“Harquahala”), PGR, Reliant Resources, Inc. (“Reliant”), Sempra Energy Resources (“Sempra”), 

Wellton-Mohawk Generating Facility (“WMGF”), the Land and Water Fund of the Rockies (“LAW 

7 DECISION NO. 
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Fund”) and RUCO filed their direct testimony and exhibits, including their responses to the Staff 

Report and to APS’ and TEP’s Needs Assessments. On November 18. 2002, Harquahala, PGR. 

Reliant, Sempra. WMGF, the LAW Fund, RUCO and Staff filed rebuttal testimony and exhibits. 

Public notice of the proceedings on the Track B issues was published in the Arizonu Duily 

Slar on November 4, 2002, and in newspapers of general circulation across APS’ service territory2 on 

either November 5 or 6, 2002. No further intervention requests were filed following the publication. 

The hearing commenced on November 21, 2002. Mr. Bob Liden of Stirling Energy Systems 

provided public comment at the hearing, encouraging the Commission to make sure that renewables 

sre included in the bidding process. are given some preferences in the bidding process. and that 

power purchase agreements for renewable energy are made for long terms in order to support the 

xpitalization of such plants. No other parties appearcd to provide public comment on the Track B 

Lssues. Staff, APS, TEP, Harquahala, PGR, Reliant, Sempra, WMGF, the LAW Fund and RUCO 

ippeared through counsel and presented their u/itnesses. Other parties participating in the hearing 

ncluded the Arizona Utility Investors Association (”AUIA”) and PPL Southwcst Generating 

Holdings, LLC, PPL Energy Plus, LLC and PPL Sundance Energy, Ltd. (“PPL”) and Southwestern 

>ewer Group I1 (“SWPG”). 

Staff, APS, TEP, AUIA, Harquahala, PGR. PPL, Reliant. Sempra/SWPG, WMGF, the LAW 

Fund. and RUCO filed initial post-hearing briefs on December 18, 2002. APS, ‘I’EP, Harquahala. 

PGR, Reliant, SemprdSWPG, WMGF. the LAW Fund, RUCO and Staff filed reply briefs on 

December 3 1,2002. 

B. 

The Staff Report, filed on October 25, 2002, included a Detailed Staff Proposed Solicitation 

Goals of the Staff Proposed Solicitation Process 

Process and Solicitation Timelines. (Exh. S-1 at 6-29) During the workshop process, Staff 

leveloped a draft working paper regarding the competitive solicitation process and parties were able 

to provide substantive comment and make suggestions to Staff on the draft solicitation process. (Id. 

8 DECISION NO. 
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at 3) The numerous participants in the worksllops, not all of whom participated in the hearing 

process, are listed in the Staff Report at pages 2-3. 

Staff has stated that its overriding goal in this process is to establish a transparent process that 

will result in cost savings for ratepayers, and that this goal should be used as a standard to evaluate 

every disputed issue in this proceeding. PGR agreed, stating it believes that the only way to fully 

explore and establish potential ratepayer cost savings is to solicit. from the competitive market. 

alternatives to ”current ratepayer cost items.’’ PPL also believes that the competitive solicitation must 

be open, transparent. fair and unbiased as to all participants, and structured so as to best achicke the 

best value for ratepayers. Sempra and S WPG strongly support the Competitive process procurement 

goals set forth in the Staff Report, and believe that the Commission should adopt a competitivc 

procurement process that allows for consideration of all types of competitive solicitations and 

proposals; requires sound economic and deliverability analysis of bids; and is not biased by nature 

and design towards any predetermined outcome. 

As RUCO points out, the parties are nearly unanimous in their agreement that the goal of 

competitive power solicitation should be a least-cost mix of reliable power to customers. RUCO 

believes that the competitive power solicitation should yield cost savings for customers compared to 

what they pay today and what they expect to pay in the future, and believes that the Commission can 

meet these goals if the solicitation gives standard offer customers a least-cost portfolio of reliable 

electricity services. 

APS also endorsed the general goals of Staff in carrying out the Track €3 process, and supports 

an effective power procurement process for consumers. 

The newspapers in which publication occurred were Arizona Republic, Bisbee Daily Review, Douglus Daily 
Dispatch, FlagstaSf AZ Daily Sun, Holbrook Tribune, Parker Pioneer, Payson Roundup, Prescott Daily Courier, Sedona 
Red Rock News, Tri Valley Dispatch, Wickenburg Sun, Winslow Mail and Yuma Daily Sun. 

2 
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C. Issues Requiring Resolution 

The issues on which the parties were unable to rcach consensus, and thus require a 

Commission resolution, are as follows: 1)  the solicitation and bid process to be approved, 

including whether to institute an integrated resource planning process; 2) the amount of capacity and 

energy to be solicited; 3) the bid evaluation method to be approved, including whether APS and I’EP 

are required to accept any bids; 4) affiliate participation in the bid process; 5 )  the Commission’s 

prudency review of contracts resulting from the bid process; and 6) the direction of future 

proceedings, including DSM and environmental risk mitigation programs 

11. PARAMETERS OF THE SOLICITATION 

A. Decision No. 65154’s Track B Requirements 

Decision No. 65154 ordered that upon implementation of the outcome of Track B, APS and 

TEP shall acquire, at a minimum, any required power that cannot be produced from their respective 

:xisting assets. through the competitive procurement process as developed in the Track B proceeding; 

md that the minimum amount of power, the timing, and the form of procurement shall be determined 

in the Track B proceeding. Decision No. 65 154 stated that the overriding concern of the Commission 

m s t  continue to be ensuring that the citizens of Arizona have safe, reliable and fairly priced electric 

3ower, and found that it is incumbent upon all parties to work together in such a manner that will 

illow competition and its expected benefits to develop in whatever timeframe is needed to make it 

successful. while satisfying that concern. In Decision No. 65 154, the Commission stated its belief 

that requiring some power to be purchased through the competitive procurement process will 

2ncourage a phase-in to competition, encourage the development of a robust market for wholesale 

seneration, and obtain some of the benefits of the new Arizona generation resources, while at the 

same time protecting ratepayers. 

10 DECISION NO. 
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Decision No. 65 154 required that for purposes of the competitive solicitation process, thc 

generating assets that APS niay seek to acquire from its affiliate. PWEC, shall not be counted as APS 

sssets in determining the amount, timing and manner of the competitive solicitation. Also pertinent 

to Track B, Decision No. 65 154 ordered TEP and APS to work with Staff to develop a plan to resolve 

reliability must-run generation (“RMR”) concerns, and ordered Staff to include the results of such a 

plan in the 2004 Biennial Transmission Assessment (“BTA”). Decision No. 65 154 ordered APS alid 

TEP to tile annual reliability must-run generation study reports with the Commission in concert with 

heir January 3 1 ten year plan, for revieu prior to implementing any neu RMR generation strategies. 

inti1 the 2004 BTA is issued. 

1. Parties’ Interpretations of Decision No. 65154 

a. “Minimum amount of power” 

In Decision No. 65 154, the Commission ordered “that upon implementation of the outcome of 

rrack B, APS [and TEP] shall acquire, at a minimum, any required power that cannot be produced 

?om its own existing assets, through the competitive procurement process as developed in the Track 

3 proceeding. The minimum amount of power, the timing, and the form of procurement shall be 

letermined in the Track B proceeding.” (Decision No. 65 154 at 33) Decision No. 65 154 expounded 

in the phrase “at a minimum,” stating that “APS and TEP may decide to retire or displace inefficient. 

meconomic, environmentally undesirable plants.” (Decision No. 65 154 at 23, fn. 8) Decision No. 

55154 thus set the minimum baseline amount of power that APS and TEP would be required to 

icquire in the solicitation process. Decision No. 65154 left for this proceeding, however. the 

Setermination of the actual minimum amount of power to be acquired, the timing of the power 

xocurement, and the form of the procurement. (Decision No. 65 154 at 33) 

The parties are not in agreement as to the interpretation of Decision No. 65154 regarding the 

imount of power that APS and TEP must solicit in the Track B procurement process. APS takes the 
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position that it should not be required to solicit supplj bcjond that which its own resources and firm 

contracts cannot provide. APS defines this supply as its “unmet needs,” and believes its calculations 

If unniet needs, as set forth in its November 4, 2002, Needs Assessment filing, are in “strict 

:onformance” with Decision No. 65 154. TEP takes a similar position, stating that its contestable 

oad for the initial competitive solicitation should include only TEP’s capacity and energy needs that 

:annot be met by its existing assets. AUIA similarly argues that the utilities should not be required to 

;elicit any generation beyond any required power that cannot be produced from their own existing 

issets. unless the utilities decide to retire some generating plants. 

Staff and the merchant intervenors disagree nith tlic interpretation that APS, ‘TEP and AIIIA 

end to Decision No. 65 154‘s language regarding the minimum amount of power that APS and TEP 

nust acquire. PGR argues. and Reliant agrees, that the Commission reference to “at a minimum” in 

>ecision No. 65 154 is modifying what APS and ‘TEP are required to acquire, and not the amount that 

d l  be sent out for solicitation. Staff asserts that this proceeding is concerned with determining 

,ontestable load amounts, rather than establishing unmet needs.3 

b. “Economically” 

Staff, in its pre-filed rebuttal testimony, proposed a modification to the language in the Staff 

leport pertaining to the amount of capacity or energy that APS and TEP must acquire through 

ompetitive solicitation. (Exh. S-4 at 1 1-12 (Rebuttal Testimony of Alan Kessler)) Staff proposed to 

nsert the word “economically” on page 4, line 20 of the Staff Report before the word “served.”4 

;taff proposed this change in response to APS‘ November 4, 2002 Needs Assessment, in which APS 

xoposed to procure a large portion of its required energy on the spot market, outside of the Track B 
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Staff explains that “unmet needs” describes the capacity and energy that the utility is not able to supply from its 
Iwn facilities, and that “contestable load” describes the amount of capacity and energy for which a competitive 
lternative may be available. TEP similarly states that “unmet needs” connote those capacity and energy needs that 
imply cannot be met by the utility’s existing assets, and that “contestable load” connotes the amount of capacity and 
nergy that must be put out to bid in the solicitation process. 
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icitatioii process.’ Staff explained that it proposed this change to clarify that. during 

he development of the solicitation process, Staff-s intention was to have the vast majority of 

-easonably expected purchases of capacity and energy acquired through the initial solicitation process 

Staff proposed. Staff believes the anticipated amount of “economy energy” APS 

dentified in its Needs Assessment should be solicited on a firm or dispatchable basis, and then 

:valuated by the utility based on the information it will acquire as a result of the solicitation, to 

letermine whether contracts for power are better alternatives than reliance on spot markets. ( I d  ) 

3aff emphasized that the utility should remain responsible for making. and justifying its decisions 

when evaluating bids. ( Id . )  

(Id. at 12) 

APS argues that a requirement that it acquire, through competitive solicitation, needs not 

’economically” served by existing utility-owned generating capacity or through existing contracts is 

tontrary to specific language in Decision No. 65154 and would sub.ject APS to financial risk. AUIA 

irgues that insertion of the term “economically” in the parameters of the competitive solicitation 

vould dramatically alter the amount of utility load that could be subject to bid under the terms of 

Iecision No. 65 154. TEP is also concerned that such an approach may subject the entire load of a 

itility to competitive solicitation, and believes that it will complicate the process and interfere with 

111 assessment of how a competitive solicitation may best be conducted in the future. 

Harquahala, PPL, PGR. Reliant, Sempra and SWPG support the use of the term 

.economically” as recommended by Staff. Harquahala believes the term “economically” should 

ipply to both capacity and energy procurements. and is of the opinion that imposing an ‘-economic” 

:riteria for the solicitation will promote fiscally responsible choices, not financial risks. Sempra and 

j WPG believe inclusion of the term “economically” is consistent with the Commission’s stated 
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During the hearing, Staff confirmed that in accordance with this change, the word “economically” should also be 

APS stated that these purchases would be “economy energy” purchases. This issue is discussed in a separate 
nserted in the Staff Report at page 6, line 5, before the word “served” and at page 35, line 5, before the word “supply.” 

,ection below. 
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objective, in Decision No. 65 154. of insuring just and reasonable rates for captive customers. PPI2 

states that the concept is consistent with the goal of reduced costs to customers, and that allowing 

efficient new generation units to compete against less efficient units should result in consumer 

savings with less environmental impact. Staff asserts that to construe Decision No. 65 154 as omitting 

considerations of cost when determining contestable load is logically inconsistent with the 

Commission’s goal of providing ratepayers with reliable power at the lowest possible cost. 

2. Discussion/Resolution 

We do not believe requiring APS and TEP to solicit, through competitive solicitation, needs 

not economically served by existing utility-owned generating capacity or through existing contracts. 

is contrary to Decision No. 65 154. In their arguments that Decision No. 65 154 limits the competitibe 

solicitation to “unmet needs,” APS, TEP and AUIA offer no convincing reason for us to disregard 

our prior statements that *‘the minimum amount of power, the timing, and the form of procurement 

shall be determined in the Track B proceeding” (Decision No. 65154 at 33) ,  and that “APS and TEP 

may decide to “retire or displace inefficient, uneconomic, environmentally undesirable plants.” 

(Decision No. 65154 at 23. fii 8, emphasis added) Decision No. 65154 does not limit the 

Commission in the amount of power we may require APS and TEP to solicit in the competitive 

procurement process. At a minimum. as we stated in Decision No. 65154. APS and I’EP must 

q u i r e ,  through this competitive solicitation, any required power that cannot be produced from their 

respective existing assets. Nothing in this Decision changes that requirement. 

The Commission’s purpose in establishing this Track B proceeding was not to determine 

APS’ and TEP’s “unmet needs,” but to determine the actual amount of power to be solicited in the 

Zompetitive solicitation, which necessarily will include, but will not be limited to, their required 

power that cannot be produced from their respective existing assets. Based on the record in this 

proceeding, we believe that it is in the best interest of APS’ and TEP’s ratepayers for APS and TEP 
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to test the market in this solicitation, beyond the amount of required power that cannot be produced 

from their respective existing assets or existing contracts, to determine whether reliable generation is 

available at a lower cost than that produced by their own existing assets, or at a comparable level of 

cost, but with reduced adverse environmental effects, compared to their own existing assets. A 

broader solicitation will also further the goal of encouraging the development of a robustly 

:onipetitive wholesale generation market in Arizona. The amount by which APS and TEP must test 

the market in this competitive solicitation, and which will include their required power that cannot be 

xoduced from their respective existing assets or existing contracts, mi l l  be referred to herein as 

‘contestable load.” We will require that the initial competitive solicitation be issued for the amount 

2 f  APS’ and TEP’s contestablc load, as set forth in this Decision, and that i t  not be limited to required 

3ower that cannot be produced from their respective existing assets or existing contracts. If the 

:ompetitive solicitation for contestable load yields bids for capacity or energy beyond required power 

hat cannot be produced from their respectivc existing assets or existing contracts, and if the utilities 

letermine, after serious economic and technical analysis, that the offered capacity or energy would 

serve their customers more economically than their existing assets, then the utilities should make 

xocurements accordingly, keeping in mind that the goal of the competitive solicitation is to provide 

-atepayers with reliable power at the lowest cost while furthering the Commission‘s goal of 

mcouraging the development of a vibrant wholesale generation market in Arizona. 

In regard to the APS’ claim that expanding the solicitation beyond required power that cannot 

3e produced from its existing assets or contracts would subject APS to financial risk, we note that 

since APS will make the decision as to how much competitive power to procure, beyond its 

eequirements that cannot be produced from its own existing assets or contracts, any financial impact 

If such procurement is within APS’ control. 
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B. Capacity and Energy to be Solicited (Contestable Load) 

1. Determination of Contestable Load Estimates 

a. Positions of the Parties 

APS and TEP took the position that contestable load (as defined herein, above) should consist 

mly of required power that cannot be produced from their respective existing assets or existing 

tontracts. In its Needs Assessment, APS proposed to procure only the amounts set forth in Schedule 

'ME-1, attached to Mr. Ewen's Direct Testimony, Exh. APS-I. through the initial Track B 

olicitation. Staff and the merchant intervenors took the position that contestable load for the initial 

olicitation should include more capacity and energy than APS' and TEP's estimates of requircd 

)ewer that cannot be produced from their respective existing assets or existing contracts, as 

epresented in their respective Needs Assessments. 

The Staff Report included a table that provided estimated contestable loads for APS and TEP 

or the years 2003, 2004, 2005 and 2006, broken down into capacity and energy. (Exh. S-1 at 7) 

;taff states that it used the capacity requirement and an average system capacity factor information 

rovided by the utilities to develop its estimates, which are not precise. (Exh. S-3 at 7 (Rebuttal 

-estimony of Alan Kessler)) Staff explained that under its approach, contestable load and energy 

vould be adjusted during the Pre-Solicitation phase of the solicitation process (see Exh. S- 1 at 12-1 6) 

o accommodate changes in projected load and system economics, with final quantification to occur 

rior to the issuance of the initial solicitation. (Exh. S-3 at 7) At the hearing, Staff presented its 

tevised Contestable Loads Estimate, Exh. S-5, which is an updated version of the Staff 
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Report estimates.‘ A significant portion of the increase in Staffs APS energy estimates from those in 

;he Staff Report results from the addition of “economy purchase” amounts. Those “economy 

mrchase” amounts are identical to the “economy energy” amounts appearing in Schedule PME- 13 to 

4PS’ Needs Assessment, Exh. APS- 1. Staff subsequently attached an updated version of hearing 

3xh. S-5  as Exhibit A to its Initial Closing Brief filed on December 18, 2002.’ 

PGR supported the numbers in Exh. S-5 as the minimum solicitation of capacity that should 

)e required. However, PGR believes that in order to be consistent with APS’ prior positions in these 

:onsolidated dockets, that a higher number for solicitation of energy is appropriate for APS. and that 

he Commission should instead adopt the higher solicitation volumes contained in Exh. S- 1 ,  the Staff 

ieport. As justification for Commission adoption of the higher contestable load for APS, PGK 

ioints to APS’ stated plans at the August workshop, prior to Decision No. 65154. to displace 5,728 

gigawatt hours (“GWH”) of energy from its own generation with long-term procurement of energy 

iom its affiliate Pinnacle West Energy Corporation’s (“PWEC”) new combined cycle gas fired iinits 

n 2003. (See Schedule PME-3R to Exh. APS-4 (Ewen Rebuttal Testimony)) Harquahala also 

‘easons that the discrepancy between APS’ earlier plans to procure energy and capacity from its 

iffiliate PWEC, and the current plans to purchase comparable amounts of energy on the spot market. 

is revealed in APS‘ Schedules PME-1 and PME-13 attached to its Needs Assessment, lends greater 

~ - 

The Staff Report states that the table appearing at page 7 of Exh. S-1 (the Staff Report) was based on capacity 
lumbers, provided by APS at the August workshop, which Staff also used to derive the energy numbers. APS provided 
evised capacity and energy numbers to Staff on October 23, 2002. Because there was not sufficient time for Staff to 
eview and analyze the revised information for inclusion in the Staff Report by the October 25, 2002 filing date, Staff 
ittached the revised APS information as Appendix Two to the Staff Report. At the hearing, Staff presented hearing Exh. 
;-5 as a replacement for the table appearing on page 7 of Exh. S-1. S taf fs  witness stated that APS supplied all the parties 
with additional new information at a November 6, 2002 workshop, that more additional information was received a few 
lays prior to the hearing, and that the new information was incorporated into S taf fs  preparation of Exh. S-5. (Tr. at 5 1 - 
i2) 

This most recent of Staffs contestable load estimates iccorporates the elimination, discussed at the hearing, of 
!15 MW from Staf fs  energy estimates for APS. For Staffs TEP estimates, the updated version of S-5 includes the 
iddition of previously unavailable local RMR generation estimates, and the addition of  “economy purchases” to Staffs 
:nergy estimates for TEP. In its Reply Brief, TEP argues that the new contestable load amounts in that exhibit have not 
ieen subject to cross-examination or other inquiry and should not be adopted in this Decision, particularly since Staff 
icknowledges those loads will be refined and adjusted in the Pre-Solicitation process. 
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xedibili i to the capacity and energy calculations for APS submitted by Staff, PGR and Harquahala.‘ 

3arquahala believes that a specific number in terms of megawatts (representing capacity) and 

negawatt-hours (representing energy) should be included in the Decision on this matter, and supports 

ising the numbers presented in Exh. S-5 as the minimum amounts for the utilities to competitively 

u-ocure. 

APS stated in its brief that although it finds the numbers set out in Exh. S-5 to be acceptable 

stimates of what they purport to be, with the caveat that reliability must-run generation (“RMR”) 

lumbers may be revised upon completion of the ongoing RMR study,9 the numbers are estimates 

lased on the information then currently available, and should not be viewed as any definitive 

idication of what APS may procure through the solicitation process. 

TEP advocates that the Commission should clearly set out the types of load and the 

ppropriate methodologies for determining contestable load, rather than adopting contestable load 

umbers that will require updating, and believes that a focus on methodology in this Track B 

Iecision will meet the Commission’s goals for a competitive solicitation. Staffs position is 

omewhat aligned with APS’ and TEP’s on this specific point, insofar as Staff believes that while the 

’ommission will have to choose an appropriate number to represent the utilities’ contestable loads. 

lose numbers should be targets, rather than absolute requirements. Staff recommends that the 
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Schedule PME-3R to Exh. APS-4 (Rebuttal Testimony of Peter M. Ewen), and Exh. No. CCR-I to Lxh. Panda-2 
lirect Testimony of Craig R. Roach, PhD). depict APS’ August Workshop estimates of the amount of APS generation it 
lanned to displace with energy from what APS termed “PWEC Dedicated Generation.” Footnote 7 to Schedule PME- I ,  
id Schedule PME-13 to Exh. APS-I (Direct Testimony of Peter M. Ewen) depict APS’ Needs Assessment estimates of 
otential economy energy purchases and for net unmet reliability needs. A comparison is reproduced here for the years 
003-2005: 

APS’ August Workshop plans 
for PWEC displacement of APS 

APS’ November Needs Assessment 
Plans for potential economy energy 

generation energy purchases reliability needs 

APS’ November Needs 
Assessment Plans for net unmet 

003 5,728 GWH 3,705 GWH 639 GWH 
304 6,170 GWH 4,033 GWff 840 GWH 
305 7,217 GWH 6,695 GWH 1,228 GWH 

APS added that even though Staff estimates of RMR and economy energy may be reasonable, APS believes it is 
iappropriate to include RMR and economy energy in the Track B solicitation process. 
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focusing on developing specific numbers. because it will be necessary to update the numbers prior to 

the solicitation 

RUCO believes that the solicitation requirements beyond APS’ and TEP’s immediate needs 

for the year 2003 should be determined by the Commission in an Integrated Resource Planning 

(“IRP”) process. RUCO takes the position that the Commission should establish the amount of 

capacity, but not energy, for which the utilities should solicit bids. RUCO states that soliciting for 

capacity is more important, because once the utility has sufficient capacity, the dispatch of that 

capacity will be determined by the variable cost of each MW of capacity and the demand in each 

hour. The LAW Fund took no position on the contestable load for the initial solicitation, stating that 

it did not wish to delay the first round of solicitations, but advocated for mandatory inclusion of a 

Demand Side Management (“DSM”) solicitation component and an environmental risk management 

policy in the second and subsequent solicitations. 

b. DiscussiodResolution 

At the hearing, Staff provided the following explanation of the purpose of its contestable load 

estimates: 

Staffs recommendation that this amount be solicited is not a recommendation that 
necessarily the utilities purchase as a result of this first solicitation all of those 
supplies, both capacity and energy that are offered or that are being solicited for. They 
still have the obligation of evaluating those bids to see whether or not they are the 
most economical and reasonable products to serve their customers’ needs. 

(Tr. at 156) 

We agree with Staff on this point. We believe that the solicitation process developed by the 

parties, as proposed by Staff, is a necessary step in our goal of encouraging the development of a 

healthy competitive wholesale generation market in Arizona. We also recognize that the 

responsibility of the utilities is to provide for the continuing need of its ratepayers to maintain a 

reliable supply of electricity at reasonable rates, and that this primary obligation exists, and will 
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continue to exist, whether a utili1 has an affiliate operating in  the Arizona wholesale market or not. 

TEP’s position that we should only set out the types of load and the appropriate methodologies for 

determining contestable load, rather than adopting specific contestable load numbers that will require 

updating, might be acceptable under differing circumstances. However, at this time, we are faccd 

with the fact that although the parties to this niatter spent months working out numerous issues 

regarding the solicitation, they were unable to reach a consensus on contestable load amounts prior to 

the hearing. Because it is our desire to provide the parties as much clarity as possible on the 

mrameters of the solicitation. we mi l l  adopt contestable load numbers for capacity and energy in this 

Decicion, and will set out the appropriate methodology for refining and adjusting them in the Pre- 

Solicitation process. Our adoption of specific numbers for contestable load will not require the 

hl i t ies  to accept bids that they judge to be uneconomic pursuant to the bid evaluation requirements 

Jf this Decision. 

The major areas of disagreement regarding determination of contestable load numbers 

;entered on whether contestable load should include RMR and economy energy purchases. 

2. Reliability Must-Run Generation (“RMR”) 

Transmission constraints currently limit the capacity and energy that can be delivered from 

particular generators over particular lines to load in the Phoenix, Tucson, and Yuma areas, and may 

give rise to RMR requirements inside those load pockets. (Exh. S-4 at 3-4 (Rebuttal Testimony of 

Jerry Smith)) 

a. Inclusion of RMR in the Solicitation 

1) Positions of the Parties 

Staff believes that RMR should be included in the initial solicitation as contestable load, 

because such inclusion will reveal whether and to what extent the market will provide solutions to 

transmission import constraints (Tr. at 277-278). PPL, PGR, Harquahala, and WMGF are in 
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agreement with Staff.'" Staff states that failure to include RMR in a utility's contestable load has the 

5 

6 

potential to diminish the benefits to be derived from competitive bidding, and would serve to 

encourage the utility to continue using generating plants within a constrained area, and not look to 

meet system needs from cheaper and cleaner sources. Staff also believes that 

inclusion of RMR in contestable load will offer a market response reference regarding the relative 

economic and environmental merits of generation solutions to the transmission import constraint. 

[Exh. S-4 at 6) Staff states that there are three conditions under which RMR capacity and energy 

;odd be contestable: 1) if non-utility owned or non-rate based generation exists locally; 2) if remote 

generation has access to non-APS or non-TEP firm transmission capacity that would enable delivery 

.o the local area; and 3) if owners of remote generation offer to finance transmission improvements to 

Semedy the transmission constraint. (Exh. S-4 at 5) Staff asserts that units exist internal to the 

:onstraint that can bid, that transmission paths other than the incumbents' exist that could be used, 

ind that, at least in the long term, transmission enhancements could accompany an RMR bid. (StafYs 

nitial Br. at 4, citing Tr. at 149- 150, 15 1, 1 73- 174, 279-280) 

(Exh. S-4 at 3) 

TEP opposes inclusion of RMR in the initial solicitation, as it believes that such a requirement 

Zoes beyond the intent of Decision No. 65 154. TEP argues that RMR is not suitable for the proposed 

jolicitation process, and that TEP cannot reasonably acquire RMR economically through that 

x-ocess. TEP claims that the vast majority of its RMR needs are for voltage stabilization of the 

system, and can only be served by TEP's local generation. TEP argues that given the nature of TEP's 

service area, no realistic short-term RMR solutions are available on a competitive basis, and that all 

.hree of Staffs  factors on RMR contestability likely cannot be met for the TEP service area in the 

short term. TEP disagrees with Staffs position that inclusion of RMR in the solicitation may lead to 
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PGR does not believe that it has yet been established that there presently should be either RMR capacity or 
mergy requirements, as it has not been allowed to participate in the RMR studies, and has seen no evidence that would 
ustify such requirements. However, PGR agrees that previously designated RMR capacity should be subject to 
:ornpetitive solicitation. 
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long-term transmission enhancements, arguing that long-term solutions are contrary to the generally 

anticipated 2003-2006 timeframe to be covered by the initial solicitation. TEP also believes that 

including RMR in contestable load may significantly delay the initial solicitation, due to the interest 

in RMR issues and the anticipated adjustment of RMR load numbers based on the January 2003 

RMR study results. TEP also argues that soliciting and analyzing bids for RMR capacity and energy 

involves issues beyond an analysis that focuses primarily on price. TEP urges that if the Commission 

clecides that RMR capacity should be competitively bid, that such bidding be deferred. 

APS states that there is no precedent of which it is aware for bidding out company-obned 

RMR capacity, that Staff took the position in the Track A proceeding that RMR should not be 

jivested, and that bidding APS-owned RMR runs the risk of ignoring the ancillary services benefits 

sffered by such RMR units, such as spinning reserve and voltage support. APS points out that it has 

igreed to competitively bid for non-APS supplied RMR. and that this will allow for a “market test” 

IS suggested by Staff and some of the intervenors. APS argues that although the likelihood of 

*eceiving a competing bid for the handful of hours served by APS-owned generation resources is 

slight, the continued non-contestability of existing APS generation has important symbolic 

significance in the financial community. and that there is no evidence on the record that making rate- 

based assets contestable will benefit customers. 

WMGF argues that whether APS-owned RMR does or does not provide ancillary services is 

not a matter that affects whether such generation should be contestable in the competitive solicitation 

process, because APS can simply include any required ancillary services in the bid solicitation, and 

:an consider their value during the bid evaluation process. 

AUIA believes that inclusion of RMR in the 2003 solicitation does not serve a public purpose, 

is premature prior to completion of the required RMR studies, and may be destabilizing to utility 

finances. 
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2) Discussion/Resolution 

The possibility that a competitive solicitation for RMR may result in less costly, more 

:fficient, cleaner solutions to load pocket problems places the solicitation of RMR generation clearly 

within the public interest. In regard to the utilities' and AUIA's concern regarding the effect 011 

itility finances, since APS and TEP will make the decision as to how much competitive power to 

xocure beyond their requirements that cannot be produced from their own existing assets, any 

inancial impact of such procurements is within their control. The RMR studies. discussed below. 

ihould be completed in time to have the required information available in time for the Pre- 

Solicitation review process as outlined in the Staff Report. Inclusion of RMR in this initial 

iolicitation is tlierefore not premature. 

We agree with WMGF that whether APS-owned RMR does or does not provide ancillary 

ervices is not a matter that affects whether such generation should be contestable in the competitibe 

,elicitation process, because APS and TEP can simply include any required ancillary services in the 

)id solicitation, and can consider their value during the bid evaluation process. 

TEP argued that all three of the conditions under which RMR capacity and energy could be 

:ontestable likely cannot be met for the TEP service area in the short terni. Staffs uitness testified, 

lowever, that he was aware of distributed generation and renewable facilities in the TEP service area. 

Tr. at 279) Until the solicitation occurs, it remains unknown whether, as TEP claims, RMR is 

iuitable for the proposed solicitation process and can reasonably be acquired economically through 

hat process. We believe that many of the issues TEP raised can and should be addressed in the Pre- 

solicitation process proposed in the Staff Report following the completion of the RMR study, in 

which TEP is a participant. TEP's participation in that study should also provide TEP an opportunity 

o prepare for the additional issues it states are involved in the RMR solicitation process. Regarding 

he long-term solutions to load pocket problems, although the Staff Report does generally anticipate a 
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2003-2006 timeframe. longer term RMR solicitations or offers should not be discouraged. As with 

non-RMR bids, and consistent with our desire to encourage the development of a robust wholesale 

generation market in Arizona, we expect both TEP and APS to give serious consideration to longer- 

term bids as well as short term bids. 

We find that it is reasonable and in the public interest that all generation that can reliably 

deliver energy into the load pockets, under the RMR conditions outlined by Staff, should be allowed 

to compete in a fair and open manner to supply energy and capacity to both APS and TEP. We will 

therefore require that RMR capacity and energy resources, including both utility owned and non- 

utility owned resources, be contestable in the competitive solicitation process to help resolke 

Arizona’s load pocket problems in the most economical, efficient and environmentally friendly 

manner possible. 

b. Separate vs. concurrent solicitation of RMR capacity and energy 

1) Positions of the Parties 

APS and TEP propose that if RMR capacity and energy must be solicited, that the solicitation 

should be conducted separately from the initial solicitation. APS believes that the unique delivery 

issues associated with non-APS owned RMR needs, which it does not opposc being made 

:ontestable, merit separate consideration. PGR agrees that a solicitation for RMR requirements 

should be conducted as part of the Track B solicitation, but separately from the solicitation for non- 

RMR requirements. PGR argues that by carving out RMR from the solicitation, that bidders may be 

able to make better deals for capacity and energy because they know that other capacity and energy 

would be used to provide RMR service during RMR hours. 

Staff believes that inclusion of RMR capacity and energy in the initial solicitation is necessary 

to determine to what extent the market will provide solutions to transmission import constraints. 

RUCO, in advocating for its least-cost planning process, asserts that RMR and non-RMR needs must 
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5 

be evaluated simultaneously. because the least-cost RMR and lion-RMR portfolios will affect one 

another. Harquahala and PPL are also opposed to the RMR solicitation being addressed separately. 

2) Discussion/Resolution 

We agree with Staff that inclusion of RMR capacity and energy in the initial solicitation is 

necessary to determine to what extent the market will provide solutions to transmission import 

//constraints. We also agree with RUCO that KMR and non-RMR needs should be evaluated 
7 I1 I 
8 
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simultaneously, in order to determine the utility's best least-cost portfolio. We will therefore require 

that RMR capacity and energy be included in the initial solicitation, We believe that the issue of 

whether RMR is included in the same RFP or auction block with non-RMR capacity and energy in 

~ this initial solicitation will be adequately addressed during the Pre-Solicitation process described in 

the Staff Report. Whichever means the utilities use to solicit RMR, they must adhere to the goal of 

obtaining reliable power for their customers at the most reasonable cost possible, while also keeping 

in mind the environmental effects of their procurement decisions. 

C. RMR Studies 

I 

APS, Salt River Project and the Western Area Power Administration are currently 

participating in RMR studies for the years 2003-2007 to be filed with the Commission by January 3 1 ,  

2003, and which are to include the identification of RMR hours, capacity and energy. (Tr. at 147. 

150; Exh. S-4 at 5) Staff states that the resulting study information will then be available to 

incorporate in the pre-solicitation activities of the 2003 competitive solicitation process. Staff 

anticipates that, once the RMR study reports are filed, parties will have an opportunity to comment 

on and critique them, and Staff would utilize those comments as a means of judging the merits of the 

study results. (Tr. at 15 1 - 152) I 
PPL, Harquahala and PGR expressed concern that the merchant intervenors were not 

participants in the RMR studies. PGR requests that the Commission order that merchant intervenors 
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be allowed to participate and comment. Staff testified that the transmission providers are under a 

short time constraint to complete the study work, and that Staff believes that as long as the process 

ends up with the opportunity for comment and review that the public interest will be served. (Tr. At 

148) PPL believes that our Decision in this matter should address the substance and timing of 11011- 

utility participation in review and comment 017 the study, and that substantive response and 

modification, if called for by the “informed and credible” comments from recognized authorities, be 

required. PPL believes that the critical impact of the studies upon the competitive solicitation and its 

xonomic impacts on Arizona ratepayers mandate that such a meaningful “peer review,” component 

be built into the process as part of our Decision in this matter. and further believes that once RMR 

conditions are quantified, that the Commission should continue to monitor the situation, as actibce 

monitoring may lead to a better understanding of the physical constraints and solutions to help 

resolve the RMR condition, and deter any unbiased operation of the system. 

We believe that the anticipated Staff and Independent Evaluator review of comments from 

non-utilities in response to the January, 2003 RMR studies will allow Staff and the Independent 

Evaluator to judge the merits o f  the study results and properly apply the results during the Pre- 

Solicitation process outlined in the Staff Report. PPL’s concerns regarding continuing monitoring of 

RMR conditions are being met by Staff’s ongoing BTA process. If PPL has specific continuing 

:oncerns, it may consult with Staff. 

d. RMR Bid and Management Protocols 

Staff recommends that RMR capacity and energy be bid and managed in accordance with 

applicable Arizona Independent Scheduling Administrator (“AISA”) and West Connect protocols. 

(Tr. at 350-352) TEP claims that this creates a dilemma for TEP because it would require TEP to 

seek a market-based solution for RMR at the same time that TEP’s FERC Open Access Transmission 

Tariff (“OATT”) requires RMR to be provided at a cost basis. APS acknowledges that bidding RMR 

28 
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could require amendments to OATT tariffs. (APS Initial Br. at 10) WMGF agrees with Staff, and 

points out that the AISA and West Connect protocols are known, and would limit the price for the 

utility to incremental cost until WestConnect is operational, when market prices would be allowed. 

(Tr. at 350-352) 

A utility’s existing OATT can be amended if it becomes necessary to do so in order to allow a 

utility to charge lower rates to its customers as a result of a favorable RMR bid. It is highly unlikely 

that the Federal Energy Regulatory Commission (“FERC”) would be opposed to a utility obtaining 

the benefit for its customers of l o w r  RMR costs, if the utility were to receive a bid lower than its 

incremental RMR costs. The RMR bid and management protocols should conform to the AISA or 

Westconnect protocols, whichever protocols are in place on a given date. We believe that 

contracting parties can adequately and effectively deal with the iypothetical event (see Tr. at 352) 

that neither set of protocols are in effect at some time in the future 

e. Yuma area 

WMGF disagrees with APS’ position that existing transmission counterflows in the Yuma 

area, which result from two Yuma area generators selling power into California (Tr. at 667), obviate 

the need for APS to solicit RMR generation for the Yuma area. WMGF claims that because APS’ 

customers have no assurance that this no-cost transmission “service” will be available when needed, 

that APS should not be allowed to use the existence of the counterflows in the competitive 

solicitation evaluation process. 

APS responds that the fact that APS can take advantage of local generation support provided 

by two non-APS units that sell outside the Yuma area, at no cost to APS customers, so that APS can 

use local generation only when necessary, does not support requiring APS to buy products from 

WMGF that it does not need. APS views the WMGF project as one of several possible future 

resources for meeting load-serving obligations in Yuma, but states that the proposed WMGF project 
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is by no means the only option APS has to address future load-serving capability at Yurr . (Exh.  

APS-7 at 6 (Rebuttal Testimony of Thomas Glock)) APS states that it would not want to foreclose 

ather options by committing now to a project that does not have either a Certificate of Environmental 

Zompatibility or any financing, particularly given today‘s difficult credit environment. (Id.)  

The same solicitation parameters for RMR capacity and generation will apply to APS for the 

Yuma area as for the Phoenix area. A determination of whether RMR in the Yuma area is 

:ontestable will be dependent upon the results of the forthcoming RMR studies, and Staff and the 

ndependent Evaluator’s review of comments filed on those results. If there is contestable load in the 

Yuma area, as determined in the Pre-Solicitation process by Staff and the Independent Evaluator aftcr 

heir review of comments submitted on the RMR study results, APS will be required to solicit bids. 

WMGF may make a proposal to APS, and as with all bids received, it will be up to the utility to 

letermine whether it is in the best interests of its ratepayers to procure a product or products from 

WMGF in this solicitation. 

3. Economy Energy - Solicitation versus Spot Market Purchases 

a. APS 

In its Needs Assessment, APS proposed to procure only the amounts set forth in Schedule 

’ME-1 attached to Mr. Ewen’s Direct Testimony. Exh. APS-1, through the initial Track R 

;ohcitation. APS proposed to displace production” from its existing generating assets and its SRP 

I‘&C contract not by solicitation in the Track B process, but only by purchases made outside the 

jolicitation process, in the same manner that it currently makes such purchases. (Exh. APS-1 at 22- 

l 3 ;  Exh. APS-2 at 13- 14) APS showed these amounts in Schedule PME-13 to APS- 1, which is titled 

‘Potential Economy Energy Purchases.”I2 APS explained that it currently determines whether to 

Schedule PME-I already reflects APS’ plans to retire the 4MW ChildsiIrving hydro facilities at the end of 2004 
and to place the older West Phoenix steam units 4 and 6 in cold reserve for the years 2003 through 2012. (Exh. APS-I at 
18) 

1 

These amounts are also reproduced for the years 2003-2005 in footnote 8, above. 12 
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secure economy energy and other short-term purchases on a daily basis, based on a comparison of the 

anticipated market price of power and forward gas prices. In rebuttal 

testimony. APS proposed a compromise involving bidding 50 percent of its Needs Assessment 

forecast economy energy needs for the upcoming 12 months, outside the initial solicitation process. 

through a series of quarterly auctions held on the first business day of the month preceding each 

quarter, with the balance of APS’ economy and other short-term energy needs being acquired from 

non-affiliates or through “blind” procurements using electronic trading platforms or independent 

brokers, also outside the initial solicitation process. (Exh. APS-5 at 10-1 3 (Carlson Rebuttal 

1-estimony)) APS argued that this would be the “least-harmful” way to test the viability of a formal 

solicitation process for “econoniy energy.” 

(Exh. APS-2 at 13-14) 

Staff. Harquahala, and PGR are opposed to both of APS’ proposals. Staff characterized the 

type of purchase described by APS as spot market purchases, and stated that it is not opposed to APS 

acquiring energy on the spot market, as long as APS makes every effort to solicit for all of its needs 

in a fair and transparent solicitation. (Exh. S-3 at 8-9) Staff believes that the initial solicitation 

should include all the additional capacity that APS and TEP believe they will need for the period 

covered by the solicitation. and all of the energy that they expect to purchase from third parties for 

the specified time period, in order to determine market prices for both capacity and energy and to 

then assess the risks of alternative supply scenarios. (Id.) Staff believes that such a solicitation will 

reveal whether there is energy on the market that is priced in a way to make the spot market 

unattractive. (Id. at 10) Staff explained that a utility might find that firm energy is available at prices 

that make the potential benefits of the spot market, with its price volatility, unattractive, and might 

also find that dispatchable energy is available at prices below the utility’s marginal costs of 

generation. Staff believes that under those circumstances, locking in dispatchable energy 

during the initial solicitation will assure some consumer benefits while still allowing the utility to 

(Id.)  
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maintain the flexibility to go to the economy market when circumstances dictate. (1d.j PPL also 

believes that utilities should be allowed to make economy purchases, but that they should not use this 

practice as a means of avoiding and frustrating the essence of the competitive solicitation 

requirement. PPL argues that the Commission should require APS to bid almost all of the economy 

mergy purchases identified in the Needs Assessment. 

PGR claims that a comparison of Schedule PME-1 to Exh. APS-1, which appears in APS’ 

Veeds Assessment, to an APS Load and Resource Forecast table presented at the August 13 and 14, 

2002 w o r k s h ~ p ’ ~  demonstrates that APS, with its economy energy plan, hopes to subvert the 

jolicitation and instead purchase from PWEC’s Redhawk plant at spot market prices. (Exh. Panda-:! 

it 1.5) PGR states that these two documents evidence a change from an APS proposal. in August 

,002, to acquire energy on the basis of a 38 percent to 41 percent average annual capacity factor, to a 

i percent capacity factorI4 in APS’ Schedule PME-I. (Id. j PGR’s witness stated that APS’ August 

workshop table shows that what APS termed “PWEC Dedicated Generation,”” with 1,700 MW of 

:apacity, would generate 6,170 GWH of energy in 2004 to displace APS generation, which equates to 

i 41 percent capacity factor in that year. (Id.) PGR’s witness pointed out that in November’s 

schedule PME-1, for the same year 2004, and for approximately the same amount of capacity (1,634 

vlW), APS used a capacity factor of only 6 percent to reach its energy estimate of only 840 GWH for 

icquisition in the solicitation for 2004, and to possibly acquire 4,033 GWH of energy as “economy 

:nergy purchases.” (See Schedule PME- 1, fn 7, Schedule PME- 13 to APS- 1, Exhibit CCR- 1 to Exh. 

’anda-2 and Schedule PME-3R to Exh. APS-4) PGR asserts that APS reduced its planned capacity 

The referenced table is reproduced in Exh. No. CCR-I attached to hearing Exh. Panda-2 (Direct Testimony of 

“Capacity factor” is the percentage of hours a generating unit is actually in operation out of the hours it is 

Identified on Exhibit CCR-I to Exh. Panda-2 as West Phoenix CC Units 4 & 5 ,  Saguarao CT Unit 3, and 

3 

h i g  R. Roach, PhD). See also footnote 8, above. 

wai 1 ab le. 

Ledhawk CC Units 1&2. 

4 

5 
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factor for its energy solicitations when it became clear that PWEC’s generation units might not 

supply the energy to displace APS generation. 

Harquahala, PGR, and PPI, are also opposed to APS’ proposed “compromise” to bid 50 

percent of its forecast “economy energy” needs outside the initial solicitation process, through a 

series of quarterly auctions. Harquahala asserts that APS’ compromise solicitation process is an 

2ttempt to delay significant competitive procurement until after APS can make its case for including 

;he PWEC units in rate base in the upcoming rate case. Reliant, however, in line with its position that 

3n auction should be held for at least one-third of the utilities’ contestable load. supports the 

Zommission requiring adoption of APS’ proposal for both APS and TEP to solicit economy energy. 

Reliant suggests that if the auction process provides Arizona’s consumers the benefits desired by the 

Zommission, that the Commission consider it as its policy for Arizona and possible future expansion 

3eyond 50 percent of economy energy. AUIA argues that APS should have the choice of meeting its 

:nergy requirements in the manner of its choosing. 

APS believes that the appropriate benchmark for determining whether pre-bidding economy 

mrchases is better for customers is not simply whether a generator can beat a current estimate of the 

Future operating costs of a particular APS generator. Rather. APS argues, the correct questions are 

whether 1) placing restrictions on how APS procures economy energy in Track B and 2) requiring the 

xocurement to occur far earlier than would otherwise be the case yield a better result than simply 

:ontiming with an already proven and successful economy energy program. 

The Commission does not discourage the appropriate use of economy purchases for utilities to 

reduce energy costs to customers. The utilities should retain the ability to fill unplanned or 

mexpected needs from the spot market when appropriate. However, the record in this proceeding 

jernonstrates that prior to Decision No. 65 154, APS was considering a procurement strategy that was 

lot dependent upon spot market purchases for such a large amount of its energy needs, but instead 

31 DECISION NO. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

DOCKET NO. E-00000A-02-005 1 ET AI,. 

anticipated displacement of APS generating assets with pouer from its affiliate, PWEC. We do not 

believe that including in contestable load what APS has termed “economy energy” amounts to 

‘-placing restrictions on how APS procures economy energy” or “requiring procurement far earlier 

than would otherwise be the case.’’ Rather, inclusion of these amounts simply requires that APS 

solicit bids, in a fair and transparent process. for this energy. This solicitation is necessary so that 

APS can determine. in its expertise, whether the procurement of such energy might yield a better 

result than relying on the spot market. APS has previously made such a determination, as evidenced 

by its prior plans to purchase a comparable amount of energy from its affiliate PWEC. ( w e  Tr. at 

525, 526) Without soliciting and evaluating bids from wholesale generators who have expressed a 

keen interest in supplying APS’ anticipated energy needs, APS will forego the opportunity to 

:ompare the costs of such procurement at today’s wholesale prices to its proposed economy energy 

xogram. If APS determines that any or all bids received will not yield a better result than spot 

narket purchases, APS may reject them. We are requiring APS to solicit bids for this “economy 

:nergy” amount to further the Commission’s goal, as set forth in Decision No. 65 154, of encouraging 

.he development of a robust wholesale generation market in Arizona while at the same time 

xotecting Arizona ratepayers. In preparing the solicitations and in evaluating the bids received to 

jetermine the wisest procurement strategy, the utilities must keep those goals in mind. 

APS’ proposal of a quarterly auction process for solicitation of economy energy purchases, as 

3 compromise to including the disputed economy energy in contestable load, is not the “least- 

harmful” way to test the viability of a formal solicitation process for economy energy. Based on the 

record in this proceeding, we find that postponing the solicitation of this portion of APS’ contestable 

load may well prove harmfd to the overall success of the solicitation process. The initial solicitation 

should include all anticipated third-party purchases in order to provide the utilities with the widest 

array of bids from which to compare and choose. Such a solicitation will best serve the goal of 
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encouraging the development of a competitively robust u holesale generation market in Arizona 

without harming ratepayers. 

b. TEP 
TEP urges that unplanned economy energy purchases should be excluded from contestable 

load, and agrees with Staffs position that utilities should retain their ability to f i l l  unplanned or 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

I 

I 28 

//unexpected needs from the spot market when appropriate. TEP does not believe that it will derive 
7 II I 

any better-than-market benefits by bidding out economy energy through the formal solicitation 

process, particularly if it cannot accurately identify when it will need a certain amount of spot energy. 

As we stated above. the Commission does not discourage the appropriate use of economy 

purchases for utilities to reduce energy costs to customers. We note that, unlike the case with APS‘ 

Needs Assessment, no party to this proceeding presented evidence controverting TEP’s estimates of 

future economy energy purchases as they appeared in TEP’s Needs Assessment. We also note that 

Staffs  Exhibit S-5 as prepared for the hearing included economy energy numbers for APS, but not 

for TEP. Staffs  witness testified that Exhibit S-5 did not include TEP’s economy energy purchases 

as contestable load because the figures supplied by TEP did not include any portion of their capacity 

and energy as being required to be met by economy purchases, and that TEP’s figures included 

“strictly truly economy purchases where they would be displacing other resources because of the 

economics involved.” (’Ir. at 316) Staff modified its position to include TEP’s economy energy 

figures in Staffs contestable load estimates for TEP only in order to be “consistent between the two 

companies.” (Tr. at 3 17) We find that TEP should not be required to incur the costs of soliciting its 

“strictly truly economy purchases” solely for the purpose of maintaining an appearance of 

consistency, when the record clearly reflects differing circumstances for APS and TEP. We will 

therefore not require TEP to include the amounts appearing on Staffs  revised Exhibit S-5  as 

TEP currently does not have an affiliate offering power on the wholesale generation market. 16 
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economy purchases in its contestable load during the initial solicitation. This is consistent with O U I  

treatment of APS. 

4. Capacity to be Solicited 

a. APS 

Staff accepted APS’ projected uiiinet capacity needs as set forth in Schedule PME-I attached 

o its November 4, 2002 Needs Assessment, but added 15 percent reserves for all 10ad.l~ APS 

icknowledged that inclusion of reserves on all load, and not just APS load, could be appropriate. 

Exh. APS-4 at 13-14) Staff also added APS’ RMR capacity for the Phoenix area to its solicitation 

-ecommendation, but did not include RMR capacity for the Yuma area in its calculation due to thc 

inavailability of the Yuma area data. Staff recommends that the final APS capacity solicitation 

mounts be appropriately updated by the RMR capacity amount for the Yuma area when the results 

if the RMR study are available, which should be on or before January 3 1 ,  2002. As currently set 

brth in its updated version of hearing Exhibit S-5, Staff recommends that APS solicit bids for 2,460 

\/1W of capacity in 2003; 2.734 MW of capacity in 2004; 2,854 MW of capacity for 2005; and 2,950 

\/IW of capacity for 2006, with those numbers to be updated by the results of the RMR study. 

PGR and Harquahala support Staffs recommended capacity solicitation amounts for APS. 

We find Staffs capacity estimates above to be reasonable, and find it reasonable for the RMR 

ipdates to be made during the Pre-Solicitation process set forth in the Staff Report. b J e  will 

herefore require that APS’ minimum capacity solicitation amounts conform to Staffs  estimates as 

;et forth in its December 18, 2002 revision to Exh. S-5, with the addition of the necessary RMR 

imounts as determined by Staff and the Independent Evaluator following their receipt and review of 

Staff agreed with PGR witness Roach’s observation that reserves provided by bidders could easily be counted 
Staff stated that recognizing bidders’ reserves will also make it easier for the Staff and the 

7 

igainst requirements. 
independent Monitor to compare the merits of alternative bids during the bid evaluation. 
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comments to the January, 2003 RMR Study Results, during the Pre-Solicitation process set forth in 

the Staff Report. 

b. TEP 

In order to reach its recommended capacity solicitation for TEP, Staff accepted TEP’s retail 

monthly peak hour demand forecast as set forth in Exhibit 5 attached to TEP’s November 4. 2002 

Needs Assessment, and subtracted the transmission import limit for the Tucson area. Staffs  resulting 

”ecommended capacity solicitation for TEP thus consists solely of RMR capacity being supplied by 

oca1 units. Staff recommends that TEP solicit bids for 758 MW of capacity in 2003; 824 MW of 

:apacity in 2004; 861 MW of capacity for 2005; and 898 MW of capacity for 2006. 

We find Staff‘s capacity estimates above to be reasonable, and find it reasonable for the RMR 

ipdates to be made during the Pre-Solicitation process set forth in the Staff Report. We will 

herefore require that TEP’s minimum capacity solicitation amounts conform to Staffs estimates as 

;et forth in its December 18, 2002 revision to Exh. S-5. with the addition of the necessary RMR 

imounts as determined by Staff and the Independent Evaluator following their receipt and review of 

:omments to the January, 2003 RMR Study Results, during the Pre-Solicitation process set forth in 

.he Staff Report. 

5. Energy to be Solicited 

a. APS 

Staff recommends that APS solicit energy for each year 2003, 2004, 2005 and 2006 that 

:quals the sum of APS’ unmet energy needs from Schedule PME-1 of its Needs Assessment; APS’ 

Phoenix supplied RMR energy from work papers supplied to the parties with its Needs Assessment; 

4PS’ Yuma supplied FWR energy as determined in the RMR study due January 3 1, 2002; and APS’ 

‘potential economy energy purchases” as set forth in Schedule PME-13 of its Needs Assessment. 

Staffs recommended energy solicitation amounts, which it states require adjustment to include APS’ 
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Yuma supplied RMR energy, are 4,381 GWH of energy for 2003; 4.963 GWH of energq for 2004. 

8,088 GWH of energy for 2005; and 8,680 GWH ofenergqr for 2006. 

RUCO takes the position that whatever solicitation process is used, the bids solicited by each 

distribution utility should not be limited with respect to the total amount of energy requested. 

Harquahala fully supports the Commission requiring APS to solicit at least the quantities of 

energy contained in Exh. S-5 .  PGR believes that APS should be required to solicit energy in at least 

the amount APS previously anticipated would be supplied by PWEC’s combined cycle units (see Tr. 

at 184- 185) and prefers that the energy numbers appearing in Exh. S- 1 be used for APS in lieu of the 

lower energy numbers appearing in Exh. S - 5  or in the updated version of S-5  attached to Staft’s 

[nitial Brief. 

We note that Staff testified that it anticipates that irrespective of the size of the actual 

Solicitation, based on the amount of capacity and energy that is available at this time. that either size 

minimum solicitation [S-1 or S-51 would yield bids for capacity and energy significantly in excess of 

:ither amount appearing in S-1 or S-5 ,  and the utility would still have a sufficient array of capacity 

xoducts and energy products from which to select so that it could make the right procurement 

decision. (Tr. at 172-173) We agree with that statement, and therefore find that there is no need to 

-equire that the contestable energy numbers be set at Staffs estimates appearing in Exh. S- 1 .  

We find Staffs energy estimates above to be reasonable, and find it reasonable for the RMR 

ipdates to be made during the Pre-Solicitation process set forth in the Staff Report. We will 

herefore require that APS’ minimum energy solicitation amounts conform to Staff’s estimates as set 

Forth in its December 18, 2002 revision to Exh. S-5 ,  with the addition of the necessary RMR amounts 

I S  determined by Staff and the Independent Evaluator following their receipt and review of 

:omrnents to the January, 2003 RMR Study Results, during the Pre-Solicitation process set forth in 

he Staff Report. 
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b. ____ TEP 

In formulating its recommendation for the amount of energy that TEP should solicit, Staff 

itilized the energy amount included in Exhibit 2 attached to TEP’s Needs Assessment, added local 

I M R  generation and econoniy purchases supplied from information provided by TEP based on a 

Vovember 2, 2002 load forecast. Staff states it is likely that the energy solicitation numbers it 

.ecommends for TEP will require adjustment as a result of the RMR study, and that its adjusted 

mergy numbers could potentially be as high as 1,000 GWH annually. Staffs  recommendation, based 

In the information available, for TEP‘s energy solicitation is as follows: that TEP should solicit bids 

o r  443 GWH of energy for 2003; 688 GWH of energy for 2004; 596 GWH of energy for 2005: and 

561 GWH of energy for 2006. 

With the exception of the economy energy amounts, we find Staffs  energy estimates above to 

)e reasonable, and find it reasonable for the RMR updates to be made during the Pre-Solicitation 

)recess set forth in the Staff Report. We will therefore require that TEP’s minimum energy 

,elicitation amounts conform to Staffs  estimates as set forth in its December 18, 2002 revision to 

<xh. S-5, with the exception of the amounts appearing as economy purchases, and with the addition 

)f the necessary RMR amounts as determined by Staff and the Independent Evaluator following their 

eceipt and review of comments to the January. 2003 RMR Study Results. during the Pre-Solicitation 

lrocess set forth in the Staff Report. 

111. SOLICITATION/PROCUREMENT PROCESS 

A. Solicitation Method - Auction vs. RFP 

The Staff Proposed Solicitation process includes procedures for both a descending clock 

tuction and a Request for Proposal (“RFP”) process. 

Reliant advocates that APS and TEP be required to solicit at least one-third of their 

:ontestable load through an auction process. Reliant believes that such a requirement would not only 
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msure that the utilities receive the lowest price for the product being solicited, but would ensure that 

311 competitors are offered a fair opportunity to participate and that the Commission is provided a 

:omplete array of potential responses. Reliant claims the benefit of an auction is that it induces 

tigorous competition for standard products. Reliant also asserts that the capacity products described 

i y  TEP and APS in this proceeding are either already standard products or can be easily standardized 

-or procurement from today’s wholesale electric markets. 

RUCO argues that Reliant’s auction methodology is flawed because an auction alone will not 

.eveal whether a winning bid can fit within a least cost portfolio of resources; and only a system 

iispatch model can provide that answer. (Exh. RUCO-2 at 6-7 (Rebuttal Testimony of Dr. Richard 

4. Rosen)) 

PPL asserts that, as long as the principles of maintaining an open, transparent and unbiased 

;ohcitation process are observed. the utilities should be allowed to establish the method of 

;elicitation, depending on which method the utility deems most appropriate for the type of product 

Jeing solicited. 

APS states that, at this time. it favors an auction for future procurements, but that there is 

nsufficient time to develop an auction and accommodate all of the variables that require resolution 

xior to the first solicitation. 

We believe that the various types of bids that the parties propose in this proceeding will 

mcompass numerous variables, and agree with APS’ assessment that there is insufficient time to 

levelop an auction to account for all those variables while meeting the deadline for the first 

;elicitation. Despite the fact that the parties have worked toward general agreement regarding this 

;elicitation, there is no general agreement of the parties on standard products, and such agreement 

Vvould be a requirement of a fair, open and transparent solicitation process through an auction. It is of 

yeat importance that the utilities have the maximum amount of information available through bids in 

38 DECISION NO. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

DOCKET NO. E-00000A-02-005 1 ET AL. 

irder to determine which procurement mi l l  best serve the ratepayers’ interests, and it appcars that an 

IFI’ will be the better means of providing the utilities with the broadest array of responses from 

Nhich to choose. 

B. 

The LAW Fund asserts that all interested parties should be allowed to review and comment on 

he bid solicitation materials; that the load forecast, resource plan and needs assessment should be 

ivailable for review by all interested parties; and that all interested parties should be allowed to 

ittend bidders conferences. (Exh. LAW-1 at 11 -12 (Direct Testimony of Dr. David Berry)) The 

,AW Fund believes that expanding the review to include other parties could allow interested parties 

Ither than bidders to identify provisions in the draft solicitation that needlessly restrict creative bids 

)r dissuade potential bidders. (Id.) 

Who may participate in the solicitation 

The Staff Proposed Solicitation Process allows prospective bidders, and interested persons 

vho agree to keep certain information confidential, to review and comment on the bid solicitation 

naterials (Exh. S-1 at S), to provide comments to the utility, the Independent Monitor or the Staff 

egarding the completeness or quality of the information provided and the process being employed or 

he decisions made regarding execution of the solicitation process (id.). and the opportunity to ask 

pestions directly of the utility as well as to identify any deficiencies in the solicitation documents or 

upporting data. (Id. at 9) We believe that in conjunction with the utilities’ November Needs 

jssessment filings, the Staff Proposed Solicitation Process adequately addresses the other issues 

aised by the LAW Fund for purposes of this initial solicitation. In a section below, we discuss other 

ssues raised by the LAW Fund that may be addressed in subsequent solicitations. Depending on the 

)utcorne of the workshops that the LAW Fund has recommended, the issue of non-bidder 

mticipation for limited purposes may be revisited. 
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C. Product Defin-lldn 

1. Unit-Contingent Bids 

PGR requests that the Commission require APS to solicit asset-backed, dispatchable unit- 

;ontingent bids and enter into traditional pay-for performance PPAs to meet the majority of its needs. 

jarquahala supports PGR’s request. l 8  PGR asserts that APS’ proposed affiliate anticipated 

he same unit-contingent portfolio that PGR is advocating in this proceeding. PGR believes that APS 

s likely to get better bids at lower prices for direct solicitation for unit contingent capacity and 

lispatchable energy than it would get if such bids were submitted as non-conforming bids in an RFP 

o r  other products. PGR points to APS’ acknowledgement that it may not have time to consider bids 

lot conforming to specific parameters of the products it decides to solicit (see Exh. APS-3 at 5 )  as 

;upport for its request that the Commission require APS to solicit the unit-contingent portfolio that 

IGR advocates. Further, PGR claims that it is only through solicitation of these products that APS 

md Staff can determine which portfolio of products is in the best interests of APS ratepayers. 

2. Length of Contracts 

PPL asserts that in order to maximize the consumers‘ benefits from the current wholesale 

narket, the utilities should seek some medium- and long-term contracts to lock in longer-term 

Jeiiefits of the current price situation. Sempra and SWPG likewise argue, in agreement with WMGF. 

hat a well-conceived power procurement process should require that current market circumstances 

PGR proposes two types of bids: One would be a unit contingent offer with an availability guarantee of 95 
)ercent, and the second would be a firm LD offer that would include a 100 percent availability guarantee backed up by 
:he requirement to pay for replacement capacity and energy if the 100 percent guarantee is not met (liquidated damages). 
PGR further recommends that the remaining amount of capacity to be procured should be met by seasonal firm LD call 
iptions. “Call options” means the utility has the right, but not the obligation, to call on the bidder during the summer 
nonths for either 16 peak hours in a day or in just 6 super-peak hours. A11 the calls are under day-ahead scheduling and 
ince called to run, the unit would be guaranteed to run for the full 16 or 6 hours. 

On October 18,2001, APS filed a Request for a Partial Variance to A.A.C. R14-2-1606(B) and for Approval of a 
Purchase Power Agreement, Docket No E-01345A-0 1-0822, requesting authority to enter into a purchase power 
lgreement with its affiliate PWEC. 

I S  

19 
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be considered and evaluated to determine if longer-term contract offerings could be used to lock in 

reasonable rates for electric consumers regardless of what happens in the volatile spot price 

wholesale market during the next few years, and recommend that a solicitation process be adopted 

that expressly considers intermediate and long-term contracts. Reliant generally agrees with PGR, 

Sempra, SWPG, WMGF and PPL that the Commission’s Decision in this matter should encourage 

4PS and TEP to solicit a variety of products with varqing terms. 

WMGF asserts that a failure to seriously consider long-term contract proposals would be 

:ontrary to the Commission’s stated intent in establishing the Track B solicitation process, which is 

o encourage the development of a robust mholesale market for generation in Arizona. to allou 

:onsumers the benefits of new Arizona generation resources, while protecting ratepayers. Staff 

greed with WMGF that Arizona is currently experiencing low electricity prices due in part to 

.educed demand for electricity coupled with a surplus of generation. (Tr. at 250-252) WMGF argues 

hat by developing a well-balanced portfolio of contracts, including some long-term contracts, which 

would lock in current low electricity prices in this “buyers’ market,” the utilities will protect 

*atepayers by shielding them from an uncertain future. WMGF recommended that the Decision in 

his matter include language stating that ratepayers are best served if the utilities acquire through the 

:ompetitive solicitation process a well-balanced mixture of contracts, including contracts with terms 

)f up to 15 to 20 years, in order to protect ratepayers from future market price uncertainty, and to 

illow new and proposed generating projects the opportunity to meaningfully participate in the 

:ompetitive solicitation process. since new power generation projects require long-term off-take 

:ontracts to satisfy lenders’ requirements. 

TEP believes that longer-term agreements should be considered, at the utility’s discretion, in 

.he solicitation process to enable necessary transmission infrastructure to be built and to insure that 
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the output from power plants located in Arizona stays in Arizona to meet its growing demand. (Exh. 

TEP-2 at 10 (Rebuttal Testimony of David Hutchens)) 

PGR raised its concern with giving APS sole discretion to determine the term of any contract 

given APS’ stated intent to seek rate base treatment of the PWEC generation, and asserts that such a 

result would “completely obliterate” the Track B process and the instruction in Decision No. 65154 

that those assets should not be treated as APS assets for the Track B solicitation. 

The Staff Report states while during 2003 each utility is anticipated to primarily require 

peaking capacity and energy with contract terms of one to three years, that each utility must 

jemonstrate that its power supply portfolio contract durations are adequately diversified and that its 

3ortfolio.s structure mitigates both cost and reliability risks appropriately, and that if. in the judgment 

)f the utility, market conditions or economic opportunities dictate contract terms longer than three 

fears, it will be the responsibility of the utility to enter into such contracts as are reasonable. (Exh. S- 

I at 6) 

APS stated that it presently proposes to target its solicitation for the 3-4 years that Staff 

xknowledged was most likely appropriate. APS also stated that while it will consider bids for longer 

han the period covered by the initial solicitation, it does not believe that it should be required to 

;olicit for such products. APS argues that increasing risks are associated with longer-term contracts, 

juch as counter-party credit risk, regulatory risk, the potential implications of FERC’s Standard 

aarket Design (“SMD”) initiative, changes in future system needs, and potential customer attrition to 

lirect Access in later years. 

3. DiscussionEtesolution 

The evidence presented on the record in this proceeding supports a finding that both APS and 

TEP should seriously evaluate and consider a well-balanced mixture of contracts, including long-term 

:ontracts, in the competitive solicitation in order to protect ratepayers from future upswings in power 
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prices. In making its determination regarding the appropriate resource portfolio in the best interests 

of its customers. APS should bear in mind the Commission’s instruction in Decision No. 65 154 that 

the PWEC assets that it may seek rate base treatment for in the future should not be treated as APS 

3ssets for the Track B solicitation. The Commission expects the utilities to make procurement 

jecisions that further the goal of encouraging the development of a vibrant wholesale generation 

narket in Arizona. 

D. Bid Evaluation 

1. Production Modeling (Bid Evaluation) 

a. Positions of Parties 

Sempra and SWPG advocated that the utilities perform a system-integrated analysis of bids 

.eceived using computer programs and modeling. They believe that such analysis would provide 

;ome form of preliminary yardstick by which to measure the reasonableness of APS’ and TEP’s 

ictions. Staffs witness testified that it believed such a program would be an integral part of the 

ireparation of a needs assessment. (Tr. At 93) Both APS and TEP confirmed their intention to rely 

In production modeling to evaluate the economics of bids and existing assets. (Tr. at 479, 489, 490, 

Sxh. APS-5 at 21) Sempra and SWPG assert that a longer time frame than that appearing in the Staff 

{eport may be required for the utilities to evaluate competitive proposals as to price and 

leliverability using a system integration analysis, but do not believe that the time required need 

:xtend the overall timeline beyond what the Staff Report contemplates. RUCO also believes that the 

itilities must perform production cost simulations of the various combinations of resources to obtain 

he least-cost result, and that the utilities will likely need 6-8 weeks to adequately review available 

iptions before determining the most prudent course of action. (Exh. RUCO-2 at 7 (Rebuttal 

restimony of Dr. Richard A. Rosen)) 
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b. DiscussiordResolution 

During the workshop process, the participants reached a consensus in developing thc 

Solicitation Timelines appearing in the Staff Report at pages 27-29. The record reflects that APS anc 

TEP were active participants in the workshops wherein the timelines were developed, and that AP! 

ind TEP plan to utilize production modeling to evaluate the bids received. We therefore believe thai 

Sempra, SWPG, and RUCO’s concerns will be adequately addressed. As to Sempra and SWPG’. 

issertion that the described analysis would provide some form of preliminary yardstick by which to 

neasure the reasonableness of APS’ and TEP’s actions, we agree. As we have emphasized, the 

itilities will be responsible for determining the best resource mix to provide reliable power to their 

xstomers at the most reasonable cost possible, while taking environmental concerns into account. 

2. RUCO - Least Cost Planninghtegrated Resource Planning 

a. Positions of Parties 

RUCO believes that a comparison to the utilities’ cost to generate power themselves is 

ippropriate to determine the reasonableness of bids received from independent power producers. 

3ased on its belief that such bids can serve as a baseline for evaluating bids from the unregulated 

narket, RUCO has called for a requirement for cost-of-service proxy bids, for new self-built 

;eneration and transmission, from the incumbent utilities for purposes of such comparison. The 

iehicle RUCO proposed for such comparison is the re-institution of a traditional integrated resource 

ilanning (“IRP”) process, in which the Commission would review the utilities’ resource planning in 

idvance, such as the process in place at the Commission prior to Arizona’s move toward the 

estructuring of the Arizona electricity markets. RUCO believes that an added benefit of a new IRP 

irocess would be that Demand-Side Management, transmission and generation resources (including 

loth RMR and non-RMR generation) could be evaluated simultaneously, and that IRP provides a 

iamework for addressing environmental implications, as well as cost implications, of resource 

44 DECISION NO. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

DOCKET NO. E-00000A-02-005 1 ET AL. 

planning. In addition, RUCO asserts that an IRP process can address a number of other complex 

issues, including the reasonableness of prices, the reliability and deliverability of the supply, the 

creditworthiness of the counterparties, and short and long term impacts on customers. 

RUCO proposed that because the time required for the institution of an IRP process exceeds 

the time remaining for a solicitation of the utilities’ 2003 requirements, that the utilities procure only 

enough power for their 2003 capacity growth needs in the initial solicitation. Then. RUCO envisions 

that the IRP process would take place, which process would include a determination of the total 

present value of revenue requirements (“PVRR”)20 for all possible, technologically compatible 

resource portfolios and a comparison of each portfolio’s PVRR to the PVRR of all other such 

portfolios over the relevant planning period. RUCO believes the planning horizon over which the 

PVRR should be measured should extend over 20, and perhaps 30 years. RUCO believes that after 

the bids are evaluated, the utilities should reject, as imprudent, market bids that exceed the utilities’ 

cost of service proxy bids; acquire the mix of the remaining market bids that would result in the least 

cost to consumers; and if the remaining bids do not meet the utilities’ needs, the utilities should 

acquire the mix of merchant-bid and utility self-build resources that will result in the least cost to 

consumers. 

Staff states that a responsible utility should use least cost planning principles to develop its 

overall portfolio. Staff also states that least cost planning principles are present in the Pre- 

Solicitation process outlined in the Staff Report, which requires each utility to prepare load 

assessments, needs assessments, price forecasts, and various other documentation that Staff and the 

Independent Monitor would review. In response to RUCO’s position that the Commission should be 

more involved in the planning process, Staff states that whatever the merits of RUCO‘s suggestions 

RUCO emphasizes that there is a difference between PVRR and Harquahala’s recommended net present value of 20 

rate impacts for bid evaluation, which RUCO does not believe minimizes the total cost of a given resource portfolio to 
consumers. 
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on this issue may be, a decision on institution of an IRP process is beyond the scope of this 

proceeding. 

APS supports Staffs  position on IRP, and adds that while it is a significant issue, it should 

not complicate an already coniplex solicitation process with an already challenging implementation 

imeline. APS comments that an IRP process, if done in the future, would necessarily be limited and 

:onstrained by procurement decisions previously made in the initial solicitation. 

The LAW Fund opposes the use of either PVRR or the net present value of rate impacts test 

xoposed by Harquahala to determine resource portfolio, because the tests may not accurately reflect 

he benefits of DSM or correctly incorporate environmental impacts of power production. 

Reliant agrees that the competitive solicitation should result in a least-cost mix of supplies for 

he benefit of Arizona’s consumers, but asserts that it is the utilities’ responsibility to determine this 

nix and that a time-consuming IRP process is not necessary. Reliant agrees with Staff that RUCO’s 

xggestions are beyond the scope of this proceeding, but is supportive of APS‘ proposal that, to the 

:xtent the Commission wishes to consider the issue further, additional workshops be scheduled to 

iddress it. 

b. DiscussiodResolution 

We do not disagree with the goals of RUCO’s proposed institution of an IRP process, and we 

:xpect that the utilities will use least cost planning principles to develop their overall portfolios. We 

3elieve that the Staff Proposed Solicitation Process, its bid evaluation criteria (see Exh. S-1 at 18) and 

he utilities’ stated intentions to utilize production modeling to evaluate the bids received, will 

sncompass the majority of the IRP concepts advocated by RUCO, and will not require the 

Commission to be an active participant in the utilities’ planning and procurement processes. We find 

that based on the record in this Track B proceeding, re-institution of an integrated resource planning 

mocess is not necessary at this point in time. IIowever, we do not wish to completely rule out the 
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possibility that an IRP process may for some reason become desirable or necessary in the future. We 

will therefore require that Staff file a report in these dockcts informing the Commission of its position 

3t that time on the advisability of the institution of a formal Commission IRP process. 

3. LAW Fund - Demand Side Management (“DSM”) and Environmental 
Risk Management 

a. Environmental Risk Management 

The LAW Fund asserts that environmental improvement will not be achieved through the 

.esource acquisition process. or will occur only by happenstance, unless the Commission takes 

:xplicit, proactive steps to ensure that environmental factors are integrated into the competitive 

;elicitation process.2’ The LAW Fund proposed a series of steps to Commission adoption of an 

mvironmental risk management policy through a series of workshops and hearings. (See Exhibit 

IB-3 to Exh. LAW-1 (Direct Testimony of Dr. David Berry)) The LAW Fund states that as a 

xactical matter, the Commission’s desire to implement Track B expeditiously means that there will 

lot be time to integrate consideration of environmental performance into the first round of 

:ornpetitive solicitation, but urges the Commission to act now to ensure that an environmental risk 

nanagernent policy is in place in time for the second and subsequent solicitations. 

b. DSM 

The LAW Fund believes that cost effective DSM is a resource that can help meet the demand 

o r  electric energy services at lower cost than conventional generation resources, and that because 

I S M  displaces electricity and generally has a stable cost, it helps consumers and utilities avoid 

fluctuations in the price of electricity and natural gas used to generate electricity. The LAW Fund 

states that DSM may reduce or eliminate the need for more transmission or distribution capacity, may 

ivoid transmission constraints, and can reduce the environmental impacts of electricity consumption, 

1 ,  The LAW Fund noted that other than the APS plans to retire the ChildsiIrving hydro facility and the older West 
Phoenix units, there are no current plans to retire any other environmentally undesirable units. 
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including compliance costs associated with future environmental regulation. (See Exh. LAW-1 at 2) 

Ihe  LAW Fund proposed a series of steps to Commission adoption of a Demand Side Management 

Policy through a series of workshops and hearings. (See Exhibit DB-2 to Exh. LAW-1 (Direct 

Testimony of Dr. David Berry)) As with its recommendations regarding Commission institution of 

in Environmental Risk Management policy, the LAW Fund advises that the DSM policy process be 

Jegun quickly so that it can be comprehensively reviewed and completed in time to be applied as 

nputs to the second and subsequent rounds of competitive solicitations. 

Staff states that bidders are free to submit bids that include DSM and environmental risk 

nanagement in response to a utility solicitation, but that such bids should not be required in the initial 

;elicitation. Sempra and SWPG agree. 

C. DiscussiodResolution 

We appreciate the concerns of the LAW Fund regarding DSM and environmental risk 

nanagement policy. While we do not discourage the consideration of DSM in the initial solicitation, 

we agree that workshops to address DSM issues and the development of a DSM acquisition process 

ire in the public interest. Likewise, we believe that workshops on the development of an 

mvironmental risk management policy will provide a forum for a discussion of the costs and benefits 

tf environmental mitigation. We will therefore require that Staff facilitate a workshop process to 

:xplore the development of a DSM policy and an environmental risk management policy, with such 

:xploration to include an examination of the possible costs and benefits of the respective policies, and 

o file a report informing the Commission of the progress achieved in the workshops, including a 

Staff recommendation on whether hearings should be held as suggested in Exhibits DB-2 and DB-3 

o Exh. LAW-1. 

In a somewhat related recommendation, the LAW Fund has recommended that Staff and the 

ndependeiit Monitor be required to provide, as part of their reports pursuant to the Staff Proposed 
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Solicitation Process. environmental information including information on air emissions and water 

usage of the resources acquired and of the utilities’ entire portfolios. The LAW Fund believes that 

this information would be instructive for the Commission to evaluate whether the competitive 

solicitation process would result in improved environmental performance. 

This initial solicitation will largely be concerned with currently planned and existing 

generation supply, the environmental effects of which have already been largely determined. We 

believe that even without the additional requirement that the LAW Fund wishes us to imposc. that the 

iuties of the utilities, the Staff and the Independent Evaluator will be very time-consuming in this 

initial solicitation, and we do not believe that the extra burden that the recommended requirement 

would place on the process would yield results justifying the burden. This issue should instead be 

zxamined in the workshop addressing environmental risk management. 

4. Environmental Portfolio Standard (“EPS”) 

WGMF asserts that generators with a renewable resource component should be permitted to 

make proposals in the competitive solicitation, and that such proposals should receive appropriate 

:redit in recognition of the “added value” they provide the utilities in meeting their renewable 

Pesource requirements under the EPS. WMGF urges that the Decision in this matter specifically state 

.hat such proposals may be submitted, that the utilities should consider these proposals in meeting 

their unmet renewable resource needs under the EPS, and that the utilities should explicitly credit 

such proposals with the added value they provide the utility in meeting its renewable energy 

Pequirements under the EPS. 22 

APS agrees that proposals may be submitted to meet APS’ needs as part of the general 

procurement process, but does not believe that it should be required to include its EPS requirement in 
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the solicitation, or that renewable proposals should receive any preference in the general procurement 

process. (Tr. at 691. 699) APS noted at the hearing that it currently has an EPS RFP outstanding. 

Staff states that bidders are free to submit bids that include renewable resources in response to 

a utility solicitation, but that such bids should not be required in the initial solicitation. 

We agree with APS and Staff. While we are not opposed to the concept of a utility giving a 

preference to environmentally-friendly generation in its bid evaluation. we do not believe at this time 

.hat the record in this proceeding supports the imposition of such a requirement. 

5. Ability to Reject All Offers 

Staff states that the utilities should have the right to reject all bids if the bids do not 

seasonably meet the needs of the utility and its customers, and that since the utilities are obligated to 

;upply electricity to their customers in a prudent manner, they will have an obligation to reject 

ineconomic bids. 

PGR agrees with Staff that the utilities should be able to reject all bids if it is truly in the 

-atepayers’ interest. PGR urges that the Commission articulate clear expectations of the 

ircumstances under which the utilities will be expected to contract with bidders, such as when the 

itilities can “lock in” ratepayer savings. Harquahala supports PGR in this. AUIA urges that the 

itilities be given the flexibility to carry out the responsibilities for which they will be held 

iccountable. 

We agree with Staff and AUIA, and will again clarify that the utilities have the right to reject 

311 bids exceeding their requirements that cannot be produced from their own existing assets, if the 

bids do not reasonably meet the needs of the utility and its customers. We do expect the utilities to 

give serious consideration to all bids received, including long- and short-term bids, which 

:onsideration should include sound economic and deliverability analysis of the bids. The utilities’ 

goal should be to obtain for their customers the least-cost mix of reliable power over the long term, 
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while being mindful of the environmental effects of their procurement decisions, as well as whether 

.heir procurement decisions will further the goal of encouraging the development of a competitive 

diolesale generation market in Arizona. While we are not requiring APS and TEP to accept bids in 

he solicitation process beyond their requirements that cannot be produced from their own existing 

issets, APS and TEP should be on notice that the Commission will closely scrutinize the offered bids 

tnd the utilities’ procurement decisions based on those bids for conformity with those goals. 

IV. AFFILIATE PARTICIPATION/STANDARDS OF CONDUCT 

A. APS 

1. Information sharing between APS and its affiliates 

PGR, Reliant, and Harquahala believe that information sharing between APS and its affiliates 

nay create an unfair competitive advantage to PWEC, and recommend that measures be taken to 

xevent such sharing. PGR points out that Pinnacle West Capital Corp. (“Pinnacle West.’) has all 

IPS unit cost information, as it has been performing APS’ generation dispatch on unit commitment 

lecisions (Tr. at 604-606), and would continue to have access to such information under the terms of 

he “confidential information’‘ and “shared services” sections of the proposed Code of Conduct that 

4PS has filed pursuant to Decision No. 65154. (Tr. At 607) Reliant also recognized that such 

nformation sharing gives the competitive electric affiliate an advantage during dispatch protocol. 

leliant recommended that the Commission require APS to adopt a Code of Conduct prohibiting its 

tffliates that intend to participate in the solicitation from handling system dispatch, risk management 

)r contract management for APS or receiving information from APS (directly or indirectly) that 

would advantage them in the solicitation process. Reliant stated that if such information sharing 

:annot be avoided, the remedy should be that in the short term, all participants in the competitive 

xocess should be provided the same information about APS and its products as is available to 

’WEC. 
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2. APS conduct of its solicitation process 

PGR has requested that the Independent Monitor run the solicitation process for APS, and 

3arquahala has stated its agreement with PGR on this point. PGR believes that the Contemplated 

)articipation of APS ’ merchant affiliate in the proposed solicitation makes third-party independent 

nanagement of the APS solicitation necessary, and further subniits that on the basis of the testimony. 

tctions and filings by APS regarding its affiliate,23 that the showing referred to in the Staff Report has 

leen made that an independent party should manage the APS solicitation and have the final say in 

lerermining the acceptable products and winning bidders. PGR asserts that it is only through such 

wersight that the Commission can ensure that ratepayer benefits are not displaced by affiliate 

)references. 

The Staff Proposed Solicitation Process provides that absent evidence of abuse, the utility will 

)e responsible for preparing the solicitation and conducting the solicitation process. (Exh. S-1 at 8) 

t also provides that if the Commission finds that the utility failed to conduct an appropriate 

,elicitation, the Commission may order that a new solicitation be conducted by an independent party. 

Id. at 12) Staff also addressed this issue in the section of its Staff Report addressing unresolved 

ssues, and is of the opinion that the judgment of a third party should not, in the ordinary situation, be 

,ubstituted for that of the utility. (Exh. S-1 at 37) Staff believes, however, that the Commission 

,houid, through the Staff and an Independent Monitor, review the actions of the utility and be 

xepared to appoint a third party to conduct the solicitation should the utility fail to conduct a fair and 

ransparent solicitation. In particular, Staff believes that should there be any evidence of (Zd.) 

PGR believes that APS’ pending $500 million refinancing proposal, if approved, would provide a significant 
:ompetitive advantage to APS’ merchant affiliate, and in addition, if APS had $500 million invested in PWEC, that APS 
vould have a substantial interest in assuring that PWEC is successful in the competitive solicitation. Harquahala claims 
hat APS’ stated intent, in the financing request, to request rate base treatment of PWEC assets in the upcoming rate case, 
f granted, would provide a year-round capacity payment to those affiliate assets. 

3 
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improper contact between the utility and an affiliate, the Commission should have a third party 

conduct the solicitation if it is determined that the contact was a material violation of the standard of 

conduct. (Id.) 

Staff believes that the Commission should leave the obligation to appropriately conduct the 

solicitation and to select bids with the utility (Tr. at 192). that the utility has the expertise to best 

cietermine the products that it needs to fulfill its obligations to its customers to provide reliable 

service at reasonable cost, (Tr. at 188-189, 303) and that as compared to Staff and the Independent 

Monitor, the utility is best-positioned to make an informed decision when it evaluates bids. (Id.)  

Staff believes that the oversight provided by the Independent Monitor as well as Staff participation 

provide an appropriate level of involvement to ensure that the utilities act in the best interests of 

xstomers. 

APS agrees with Staff that the utility needs to be the decision-maker on the products, process 

md selection of winning bids. APS responds to PGR and Harquahala that the fact that APS has 

sublicly filed the financing application, and has publicly discussed its intent to seek rate base 

treatment of the PWEC assets in the upcoming rate case, does not mean that APS will conduct the 

solicitation unfairly or in bad faith. 

3. Standards of Conduct 

The Staff Report outlines a process by which Staff believes a utility should submit a draft 

standard of conduct to Staff and the Independent Monitor, and following a discussion of changes, the 

draft should be shared with prospective bidders. The Staff Report process outline includes 

completion of a draft standard of conduct completed by the end of January 2003. (Exh. S-1 at 37-38) 

The Staff Report sets forth the minimum requirements for an acceptable standard of conduct, and will 

include monitoring by Staff and the Independent Monitor of the solicitation process. (See id.) Staff 

testified that the standard of conduct is intended to ensure that the utility and its affiliate have 
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procedures in place to provide for separation of information, rather than complete separation of 

function. (Tr. at 139-140) 

PGR believes that it is necessary as part of this Track B proceeding to ensure that adequate 

protections are written into the Track B process and coordinated with the Code of Conduct, which, as 

PGR notes, is still sub.ject to a separate hearing. PGR believes that the Track B standards of conduct 

must, in coordination with APS‘ Code of Conduct, at a minimum: 1) eliminate all affiliate 

preferences; 2) require APS to treat all suppliers, both affiliated and non-affiliated, in a non- 

jiscriminatory fashion; 3) keep the utility and its affiliate completely separate during the solicitation 

xocess; and 4) contain effective enforcement and penalty provisions. 

Staff stated that it recognizes that there are shared services between APS and Pinnacle West 

hat cannot realistically be separated or reorganized in time for the first solicitation. (Tr. at 139-140) 

Staff states in its Reply Brief that although it would be ideal for the Commission to review the 

;tandards of conduct in a separate proceeding, the timing for the Track B solicitation does not allow 

:nough time to complete such a proceeding. Staff proposed that the standards of conduct be 

iddressed in the Pre-Solicitation materials, rather than by Commission order. 

Reliant is generally supportive of Staffs position regarding Standards of Conduct outlined in 

he Staff Report, except to the extent it could be construed as allowing APS and Pinnacle West to 

;hare services related to system dispatch, risk management or contract management. Reliant asserts 

hat these areas provide access to information that creates an unfair competitive advantage to the 

iffiliate and must not be permitted. 

APS’ witness testified that the separation of Pinnacle West employees who are dispatching 

he system and who would thereby know APS’ costs of generation, from Pinnacle West employees 

who are bidding the PWEC facilities, is a work in progress and remains to be developed through this 

xocess, and that Pinnacle West is in the process of providing some physical separation between areas 
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in Pinnacle West Marketing and Trading (“M&T”) that deal only with APS and areas that deal with 

other aspects of M&T operations. (Tr. at 608-609) APS also testified at the hearing that the 

standards of conduct it anticipated working through with Staff would have a separation of functions 

at Pinnacle West between those people who are responsible for commitment of dispatch and 

management of the APS resources, and those people who are responsible for those same functions for 

non-APS assets. In its Reply Brief, APS stated that it is identifying the team of 

Zmployees that will conduct the solicitation and will take steps to ensure that they do not share 

nappropriate information with employees of APS affiliates who may be directly involved in the 

xeparation of a bid in the solicitation process. 

(Tr. at 606) 

4. Equal Treatment of PWEC and other bidders 

PGR takes the position that if an incumbent utility’s affiliate will bid in a Commission 

nandated competitive solicitation, the incumbent utility must treat the affiliated and non-affiliated 

zeneration equally in all respects. PGR believes that this equal treatment should apply to capacity, 

;as, or electric transmission, and that if APS’ affiliate is to bid in the solicitation, then APS must 

nake gas capacity held by APS for the benefit of Arizona consumers available to any merchant 

2idder on the same terms as would be available to APS‘ affiliate. Thus, before any APS affiliate 

:odd bid with gas capacity belonging to APS, that gas capacity would be made available to all 

sidders on equal terms, such as through a tolling arrangement. Harquahala also believes that the 

Cornmission should require APS to offer to all the merchants any El Paso gas capacity either it or 

Pinnacle West has. 

APS responded that APS and PWEC are co-shippers on a transportation service agreement 

:“TSA”) with El Paso Natural Gas, each with their own individual rights, and the determination of 

.hose respective rights is currently before the Federal Energy Regulatory Commission (“FERC”). 

:Tr. at 615) APS also stated that, although it does not believe it is required to offer its own gas 
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transportation capacity to anyone just because they want it (Tr. at 614), APS does believe that the 

TSA allows it to use its own gas capacity through a tolling arrangement with any generator. (Tr. at 

6 16-6 18, see also Exh. PGR- 1) 

5. DiscussiodResolution 

We agree that the standards of conduct developed in this proceeding will be material to the 

Code of Conduct hearing which shall be scheduled to take place as soon as practicable after the initial 

Solicitation, and that the experience of the initial solicitation will provide insight to the requirements 

i f  a working Code of Conduct an current environment that includes the availability to regulated 

ltilities of both affiliated and non-affiliated generation resources. We will therefore direct Staff. 

following completion of the initial solicitation, to file reports in these dockets on the Codes of 

Zonduct previously filed by APS and TEP. The Staff Reports should include an analysis of the 

standards of conduct developed in this proceeding, their applicability to the respective Codes of 

:onduct filed by TEP and APS, and recommendations regarding their incorporation into the Codes of 

Clonduct. Hearings will be scheduled on the Codes of Conduct following the filing of those Staff 

ieports. 

We agree with Staff that the oversight provided by the Independent Monitor, as well as Staff 

3articipation in the solicitation process, will aid in assuring that the utilities act in the best interests of 

xstomers, while furthering the Commission’s goal of encouraging the development of a vibrant 

wholesale generation market in Arizona. We also acknowledge and appreciate APS’ assurances that 

t is identifying the team of employees that will conduct the solicitation and that it will take steps to 

msure that they do not share inappropriate information with employees of APS affiliates who may be 

lirectly involved in the preparation of a bid in the solicitation process. The standards of conduct 

should go far toward alleviating the concerns of the merchants who face competition from APS’ 

iffiliate in the APS solicitation process. However, the content of the standards of conduct are not in 
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the record of this proceeding. 111 addition, we have not completed our review of APS’ revised Code 

of Conduct, which APS filed as required. We therefore find it necessary to set forth some guidelines 

to clarify the Commission’s position that no exercise of affiliate preferences will be tolerated in the 

Solicitation process. 

We note that the Staff Proposed Solicitation Process provides for the establishment by the 

itility of a system for logging all contacts between utility personnel and bidders and potential 

idders.  (See Exh. S-1 at 20) We vi11 require that APS keep detailed records of any and all contacts 

with all non-APS entities, including but not limited to M&T, PWEC and Pinnacle West, regarding 

.his initial and subsequent solicitations up through the time that the procurement process is complete. 

These records shall be subject to the same maintenance and mailability requirements as those 

iescribed on pages 26 and 27 of the Staff Report. 

In addition, the record in this proceeding supports a requirement that APS’s parent and 

iffiliates, including but not limited to M&T, PWEC and Pinnacle West, who may be involved in the 

)reparation of a bid in the solicitation process shall not have contact with employees that will conduct 

he solicitation. We do not wish to harm APS customers by depriving APS of access to needed 

:xpertise provided by Pinnacle West “shared services,” such as consulting legal counsel or in-house 

:nvironmental experts, the examples provided by APS in its Reply Brief. However, we see no reason 

o allow APS’s parent and affiliates. including but not limited to M&T, PWEC and Pinnacle West. 

iccess to such expertise if such access could provide even an appearance of impropriety in the 

solicitation process. We will therefore require that for the purposes of the solicitation and 

procurement, APS shall prohibit personnel who provide advice to APS in the solicitation process 

from communicating with personnel working for APS’s parent or affiliates who may be involved in 

the preparation of a bid in the solicitation process. If APS affiliates, including but not limited to 
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V&T, PWEC and Pinnacle West, require access to expertise that is dedicated to APS in the 

procurement process, they can obtain such expertise elsewhere, at their own expense. 

The time remaining for the initial solicitation process does not allow for a hearing on the 

Llodes of Conduct as requested by Reliant. We believe that the requirements for standards of conduct 

;et forth in the Staff Proposed Solicitation Process, along with the additional requirements stated 

hove,  should provide adequate safeguards to address the merchants’ concerns. 

We believe that a requirement that an incumbent utility treat affiliated generation equally in 

ill respects with non-affiliated generation in the solicitation process would logically extend to any 

;ontractual arrangements associated with the bidding and procurement process, including natural gas 

olling, that the incumbent utility enters into with any affiliated entity involved in the solicitation and 

xocuremcnt process. 

While we adopt these guidelines, they do not constitute an all-inclusive list of the restrictions 

in the type of activities that APS and its affiliates must prevent. In determining whether an act or 

:ommunication is appropriate, the APS employee should evaluate whether the act or communication 

Nould further the Commission’s goal of encouraging the development of a robust wholesale 

:eneration market in Arizona. We want to make clear that any preferential or discriminatory activity 

iy APS, its parent or affiliates that interferes with a fair, unbiased solicitation process, whether 

;pecificallp delineated or not in the standards of conduct, the Code of Conduct, or this Decision, will 

lot be tolerated, and that we will closely scrutinize the solicitation process for signs of any such 

ibuse. 

B. __. TEP 

Because TEP does not have an affiliate that will bid in the upcoming competitive solicitatioq 

xocess, TEP proposed that its Wholesale Marketing department be allowed to conduct the 

:ompetitive solicitation. (Exh. TEP- 1 at 8-9 (Testimony of David Hutchens regarding Needs 
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Assessment and Procurement Proposal), Exh TEP-2 at 5-6. 12 (Direct Testimony of Davic 

Hutchens)) TEP requested that the Commission waive the applicability of Section 1V.C. paragraph I 

lines 10-19 of the Staff Report with respect to TEP, thus allowing TEiP’s Wholesale Marltetink 

department to be involved in the solicitation process. (Exh. TEP-2 at 12) Staff had no objection tc 

TEP’s request for a waiver of this paragraph of the Staff Report’s Solicitation Process for the initial 

solicitation (Tr. at 89-90), and no other party to the proceeding objected to TEP‘s request. TEP 

acknowledged that if at some point in the future there is a TEP affiliate that could participate in a 

Zompetitive solicitation on TEP contestable load, then appropriate steps should be taken to address 

the specific affiliate concerns. Based on this acknowledgement, and on the fact that TEP does not 

have an affiliate that will bid in the upcoming competitive solicitation process, we find that it is 

reasonable to grant TEP’s request to allow TEP’s Wholesale Marketing department to be involved in 

.he solicitation process. 

C. 

Harquahala recommended that in order to limit any advantage PWEC might receive from 

4PS, that a protocol be adopted to guide APS’ procurement of short-term energy. APS has stated 

that it increasingly uses “blind” procurement techniques for short-term economy purchases. (Exh. 

4PS-5 at 10-13 (Rebuttal Testimony of Thomas J. Carlson)) We believe that it would be wise for 

4PS to adopt the practice of using such “blind” procurement techniques, such as electronic trading 

platforms or independent brokers, for all its short term purchases with the exception of emergency 

purchases. We will require APS to file, for Commission approval, a draft protocol adopting such a 

practice. 

Protocol for Short-Term Energy Procurement by APS and TEP 

TEP does not currently have an affiliate offering power on the wholesale market. However, if 

it does in the future, TEP should also adopt the practice of using “blind” procurement techniques, 

such as electronic trading platforms or independent brokers, for all its short term purchases with the 
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exception of emergency purchases. We mi l l  therefore require that, if a competitive affiliate of TEP 

will offer power on the wholesale market, TEP shall file. for Commission approval, 60 days prior to 

the commencement of such offer, a draft protocol adopting such a practice. 

V. PRUDENCY REVIEW 

The Staff Proposed Solicitation Process provides that after the completion of each utility’s 

initial solicitation, Staff will commence a review of the utility’s power supply portfolio to examine 

he prudence of that utility‘s planning and procurement practices. and to determine the effectiveness 

ind efficiency of the solicitation process employed. 

APS proposes that after bid evaluation is complete. provisional contracts would be awarded to 

iidders, and that the Commission should either affirmatively approve such contracts within 15 days 

ir alternatively, deem them as being approved if the lridependent Monitor’s report concludes that the 

;elicitation was effective and fair. (Exh. APS-3 at 6-7 (Direct Testimony of Steven M. Wheeler)) 

\PS proposes that in either event, Commission approval should constitute a finding that the utility 

tcted prudently and reasonably in entering into the approved contracts, both individually and 

:ollectively. (Id.  at 7) APS proposes that such a finding should also provide for full and timely cost 

.ecovery, either through a purchase power adjustment mechanism or some similar procedure. (Id.)  

TEP believes that the Commission approval process and cost-recovery mechanism for 

iurchases made under the solicitation process should be addressed in this proceeding. (Exh. TEP-2 at 

10 (Direct Testimony of David Hutchens)) TEP states that it is critical that the utility knows what the 

ipproval process will be at the beginning of the process because it will affect procurement decisions 

ind other issues in the proceeding, and the process should provide a specific timeline for contract 

ipproval and the ability of the utility to reject accepted bids if the Commission does not find those 

:ontracts reasonable and prudent. (Id. at 11) 
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Staff believes that the requested expedited contract approval would not be in the public 

interest and is unnecessary and inappropriate. (Exh. S-2 at 2 (Direct Testimony of Ernest G. 

Johnson)) Staff states that while it is comniitted to assisting the Commission in its efforts to 

transition to and facilitate a robustly competitive wholesale electric market in Arizona, that this is not 

the time to adopt an expedited approval process, and further, that expedited approval is not a 

necessary component to facilitating the envisioned robustly competitive wholesale electric market. 

(Zd. at 2-3) Staff believes that in light of the oversupply of generation that currently exists in 

Arizona, in-state generators will be compelled to bid for contestable load. and that out-of-state 

suppliers may also find the solicitation process amenable and contestable load desirable, such that 

expedited approval is not required to attract bidders at this time. Staff believes that 

granting expedited approval would shift the risk of cost recovery away from the utility onto 

consumers. (See Id.) 

(Id. at 3) 

Staff states that ultimately, the Commission must evaluate whether the utility was prudent in 

its selection of its portfolio as a whole and whether the utility solicited the right products (Tr. at 78- 

79, 107- 1 OS), and argues that neither of these factors is addressed by an expedited approval process 

that assumes the prudence of any contract that results from a competitive bid. 

RUCO generally shares Staffs concerns about prematurely declaring contracts prudent, but 

states that the traditional IRP process, which it advocates, is sufficient to assure the Commission that 

the utility has engaged in prudent planning. (Exh. RUCO-I at 33-34 (Direct Testimony of Dr. 

Richard A. Rosen), RUCO-2 at 7-8 (Rebuttal Testimony of Dr. Richard A. Rosen)) Even if an IRP 

process would assure prudent planning, however, RUCO states that implementation of the plan 

should still be subject to prudency review only in a proceeding that determines final cost recovery. 

Sempra and SWPG generally agree with the balance that Staffs position strikes between 

allowing the utility to conduct the competitive solicitation and make the final bid selections, and 
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providing for continuing Commission oversight and subsequent prudency review. They believe that 

because the utility must implement and live with the results of a given power procurement decision, it 

is appropriate that the utility perform a significant role in the making of such decision. Sempra and 

SWPG believe that the utility should be held accountable for the results of its decision and its 

2ompliance or lack of compliance with the Commission-approved competitive procurement process, 

md that the contemplated subsequent prudency review is the appropriate setting for such 

3ccountability to be determined. 

Reliant asserts that the role and responsibilities of the Independent Monitor provide sufficient 

safeguards in the solicitation process to allow the Commission to make a prudency determination of 

.he solicitation process, products, and outcome within 5 to 30 days. Reliant argues that with 

:xtensive participation by Staff, the Independent Monitor, and other participants throughout this 

xocess, the Commission will already have access to the knowledge of all facets of the Solicitation bq 

.he time the procurement takes place. Reliant cites regulatory uncertainty, and higher bids, as a 

Srawback to the Commission’s failure to provide a quick prudency review of contracts. 

AUIA disagrees with Staffs position regarding the prudency review of utilities’ procurement 

Secisions. and argues that the Commission should adopt an expedited approval process. AUIA also 

irgues, however, in support of its position that the utilities should be allowed to choose their manner 

3f solicitation, that the Commission should heed the Staffs  imperative that the utility should be left 

with the ultimate decision-making authority regarding its needs and the ultimate responsibility to act 

xudently. (AUIA Br. at 9, citing Exh. S-2 at 4 (Rebuttal Testimony of Ernest G. Johnson)) 

APS asserted that Commission and Staff assurance of cost recovery is especially appropriate 

given that the Commission has mandated this procurement through a formal process and on a 

schedule not entirely of the Company’s choosing, and which is in contrast to the flexibility allowed in 

the current version of A.A.C. R14-2-1606(B). (Exh. APS-3 at 7 (Direct Testimony of Steven M. 
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Wheeler)) We disagree with the premises of that asscrtion. Firstly, we  disagree with APS’ argunieiii 

that the Track B solicitation process restricts the manner by which APS procures power. We strongly 

agree with Staff, and AUIA, that the utility should have decision-making authority regarding its 

needs and the responsibility to act prudently, and our Decision in this matter adopts Staff-s wise 

recommendation to leave the responsibility and choice of procurement squarely in the lap of the 

Itility. Secondly, the Track B solicitation process is, rather than a “mandated procurement,” the 

neans by which this Commission is dealing with the fact that leading up to our determination, in 

Decision No. 65154, to stay the requirements of A.A.C. R14-2-1606(B)24, APS had chosen not to 

:ommence the Competitive bid process that rule required, but had chosen instead to propose a 

fariance from the rule in order to allow it to enter into a purchase power agreement with its affiliate 

’WEC. 

To the extent that the utilities need guidance as to review of their procurement decisions, 

imong the issues the Commission may look to are: 1) whether the process was fair and non- 

liscriminatory, or whether it favored an affiliate; 2) evidence to support a determination that the 

lecision was in the best interests of the ratepayers; and 3) whether the utility’s decision facilitated 

he development of a competitive wholesale generation market in Arizona. 

We believe that the solicitation process outlined in the Staff Report and clarified in this 

lecision can encourage the development of a robust wholesale market while providing benefits to 

4rizona consumers, without the Commission’s direct involvement through the requested expedited 

xudency review, in the solicitation process. We agree with Staff that expedited approval of contracts 

s not necessary for the protection of either the utilities or the merchants, and further, that such 

:xpedited approval would pose a substantial risk to consumers. We recognize that the utilities have 

A.A.C. R14-2-1606(B) provides: After January 1, 2001, power purchased by an investor owned litility 
listribution Company for Standard Offer Service shall be acquired from the competitive market through prudent, arm’s 
ength transactions, and with at least 50% through a competitive bid process. 

‘4 
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developed great expertise in energy procurement decisions under the vertically-integrated utility 

model, and believe that they should utilize that expertise in the solicitation process that has been 

developed in this proceeding in order to take advantage of the existence of the new supply of 

Yompetitive generation resources. 

VI. THE STAFF REPORT AS GUIDE FOR THE SOLICITATION PROCESS 

We find that the record in this proceeding supports Commission adoption of the section of’the 

Staff Report entitled Detailed Staff Proposed Solicitation Process. Exh. S- 1 .  pages 6-27.’’ In our 

liscussion, we have addressed certain issues on which the parties were unable to reach consensus in 

he workshop process. The Detailed Staff Proposed Solicitation Process shall be interpreted in 

ceeping with our resolution of those issues as set forth in our discussion herein. 

VII. REVIEW OF SOLICITATION PROCESS 

The Staff Proposed Solicitation Process adopted herein provides that after the completion of 

:ach utility’s initial solicitation, Staff will commence a review of the utility’s power supply portfolio 

o examine the prudence of that utility’s planning and procurement practices, and to determine the 

:ffectiveness and efficiency of the solicitation process employed. 

The Staff Proposed Solicitation Process adopted herein also contemplates that Staff will 

:ommence a proceeding to review the solicitation process, address the planning for future 

iolicitations, and recommend such changes to the process as may be appropriate. Sempra and SWPG 

.ecommended that a Decision in this matter expressly indicate that all future competitive solicitations 

will be conducted with the same openness and opportunity to participate as have characterized the 

:urrent Track B proceeding, and that merchant plant competitors and other interested persons who 
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Reliant has requested that the Commission adopt, as part of Appendix One to the Staff Report, its amended 
lescription of the Texas competitive process to more accurately reflect the situation in Texas. As Reliant notes, its 
uggested change to the Staff Report was not opposed by any party. While the inclusion in the Staff Report of Appendix 
h e  was generally helpful in providing a broad overview of competitive solicitation for wholesale generation supply in 
,elected states, we do not find it necessary to adopt or endorse Appendix One. Therefore, we will note Reliant’s request, 
)ut we find that it is unnecessary to adopt Reliant’s amended description for purposes of our Decision in this matter, 
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were not in a position to participate in the initial solicitation in 2003 should not be precluded from 
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participation in subsequent competitive procurements. We see no reason why future competitive 
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solicitation would not be as open as the initial solicitation, and therefore see no need to make such an 
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explicit finding here. However, if Sempra and SWPG wish to formally raise that issue, they may 
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raise it in the solicitation process review proceeding described above. 

We will require that Staff file a report in these dockets informing the Commission of its 

wogress in the contemplated reviews described above and at page 27 of the Staff Report, Exh. S-1. 

VIII. AISA 

The AISA has yet to be examined in these dockets. We will therefore direct Staff to file a 

"eport in these docket on the issue that includes a description and analysis of the function of the AISA 

ind a recommendation to the Commission regarding whether a hearing should be held on that matter. 

* * * * * * * * * * 
Having considered the entire record herein and being fully advised in the premises. the 

Zommission finds. concludes, and orders that: 

FINDINGS OF FACT 

1 .  On October 18, 2001, Arizona Public Service Company filed a Request for a Partial 

Jariance to A.A.C. R14-2- 1606(B) and for Approval of a Purchase Power Agreement. 

2. By Procedural Order issued January 22, 2002. the Commission opened this generic 

locket on electric restructuring (Docket No. E-00000A-02-005 1). 

3. On January 28, 2002, Tucson Electric Power Company filed a Request for Variance 

Docket No. E-01 933A-02-0069). 

4. 

5.  

6 .  

7 .  

Intervention was granted to numerous parties. 

On March 19,2002, Panda Gila River, L.P. filed a Request for Order to Show Cause. 

On March 22,2002, Staff filed its Staff Report in the generic docket. 

On April 25, 2002, the Commission held a Special Open Meeting at which the 

Zommission directed that certain issues be addressed in the Generic Docket. 
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8. By Procedural Order issued on May 2, 2002. a hearing was set on the issues identified 

by the Comniission as “Track A” issues. Track B, Competitive Procurement, was also established. 

9. The May 2, 2002 Procedural Order also directed that Track B proceed concurrently 

with Track A, and instructed interested parties to file by May 13, 2002, a list of proposed issues for 

:onsideration, and a procedural timetable (including comment periods) for the Track B issues. 

10. On May 13, 2002, TEP, APS, the Arizona Competitive Power Alliance, RUCO, and 

Staff filed Track B proposals in compliance with the May 2, 2002 Procedural Order. Staff indicated 

n its filing that it anticipated awarding a contract to an Independent Evaluator on or around July 8, 

,002. 

1 1 .  

12. 

On May 3 1, 2002, Staff filed a list of issues for comment of the other parties. 

On June 20, 2002, based on the proposals submitted on May 13, 2002, the First 

’rocedural Order on Track B Issues established a procedural schedule that included workshops, as 

xoposed by Staff, on July 24 and 25. 2002. The First Procedural Order stated that the balance of the 

xocedural schedule would be dependent upon the Commission’s Decision on the Track A issues, the 

:onsensus reached by the parties during the workshops or otherwise, and whether a hearing on any 

rrack B issues became necessary. The First Procedural Order set a deadline for the parties to 

-espond to Staffs May 31, 2002 list of issues by July 1, 2002, which response was to include any 

Zompetitive solicitation issues not addressed in Staffs May 3 1. 2002 filing. and also set a deadline of 

July 17, 2002, for Staff and the Independent Evaluator to file a list of issues to be addressed at the 

July 24 and 25,2002 workshops. 

13. Hearings were held on the Track A issues during the last two weeks of June, 2002, and 

Decision No. 65154 was issued on September 10, 2002, in these dockets. In addition to its 

determination of Track A issues, Decision No. 65154 ordered the parties to continue their efforts in 

Track B to develop a competitive solicitation process that can begin by March 1,2003. 

14. 

15. 

The parties held an additional Track B workshop on August 13 and 14, 2002. 

On September 16, 2002, Staff filed a Request for Procedural Order asking that a 

hearing be set to commence on November 20, 2002, following a third and final two-day workshop to 

be held on September 26 and 27,2002. 
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16. APS and PGR filed responses to Staffs request indicating their agreement that a 

hearing would likely be necessary to achieve a resolution of the Track B issues. While APS agreed 

with the procedural schedule proposed by Staff in its Request, PGR requested a scheduling 

soiiference so that all parties might comment on dates to be included in any procedural order and on 

issues to be addressed at the hearing. 

17. The Second Procedural Order on Track B Issues was issued on September 24, 2002 

2nd required the parties to file, by October 1,  2002, their proposed schedules for the conduct of a 

hearing to be held following the third workshop. and a list of the specific issues the parties believed 

remained to be addressed at the hearing. 

18. 

19. 

A procedural conference was held as scheduled on October 2, 2002. 

The Third Procedural Order on Track R Issues, issued on October 9, 2002, required 

4PS and TEP to file a needs assessment and procurement proposal, sufficient to inform the 

Commission in its determination of the minimum amount of power. the timing, and the form of 

procurement as required by Decision No. 65 154. 

20. Public notice of the proceedings on the Track B issues was published in newspapers of 

general circulation in the APS and TEP service areas statewide between November 4 and 6, 2002. 

No further intervention requests were filed following the publication. 

The hearing was held as scheduled. 21. Mr. Bob Liden of Stirling Energy Systems 

provided public comment at the hearing. No other parties appeared to provide public comment 011 the 

Track B issues. Witnesses testified on behalf of Staff, APS. TEP, Harquahala, PGR. Reliant. Sempra, 

WMGF, the LAW Fund and RUCO. 

22. 

23. 

AUIA, PPL, and SWPG did not present witnesses, but participated in the hearing. 

APS, TEP, AUIA, Harquahala, PGR, PPL, Reliant, SemprdSWPG, WMGF, the LAW 

Fund, RUCO and Staff filed Initial Briefs on December 18, 2002. 

24. APS, TEP, Harquahala, PGR, Reliant, SempraBWPG, WMGF, the LAW Fund, 

RUCO and Staff filed Reply Briefs on December 3 1,2002. 

25. The solicitation process developed by the parties. as set forth in the Detailed Staff 

Proposed Solicitation Process appearing at pages 6-27 of the October 25, 2002 Staff Report, is a 
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necessary step in the Commission’s goal of encouraging the development of a competitive wliolesale 

generation market in Arizona while protecting Arizona’s ratepayers, and should be adopted. 

26. APS and TEP are responsible for providing for the continuing need of their ratepayers 

to maintain a reliable supply of electricity at reasonable rates. 

27. Tlie issues that the parties were unable to reach a consensus agreement on in the Track 

B workshop processes, and which therefore require a Commission resolution, are as follows: 1 )  the 

solicitation and bid process to be approved, including whether to institute an integrated resource 

Dlanning process; 2) the amount of capacity and energy to be solicited; 3) the bid evaluation method 

to be approved, including whether APS and TEP are required to accept any bids; 4) afliliate 

participation in the bid process; 5) the Commission’s prudency review of contracts resulting from the 

bid process; and 6) the direction of future proceedings, including DSM and environmental risk 

mitigation programs. 

28. Decision No. 65154 set the minimum baseline amount of power that APS and TEP 

would be required to acquire in the competitive solicitation, but left for this Track B proceeding the 

determination of the actual minimum amount of power to be acquired, the timing of the power 

procurement, and the form of the procurement. 

29. Decision No. 651 54 does not limit the amount of power that the Commission may 

require APS and TEP to solicit in the competitive solicitation. 

30. APS and ‘IEP shall test the market in this solicitation, beyond the required power that 

cannot be produced from their respective existing assets or existing contracts, to determine whether 

reliable generation is available at a lower cost than that produced by their own existing assets, or at a 

comparable level of cost, but with reduced adverse environmental effects, compared to their own 

existing assets. The amount by which APS and TEP must test the market in this competitive 

solicitation, and which will include required power that cannot be produced from their respective 

existing assets or existing contracts, is their contestable load. 

3 1. If the competitive solicitation for contestable load yields bids for capacity or energy 

beyond required power that cannot be produced from APS’ and ’I’EP’s respective existing assets or 

existing contracts, and if APS and TEP determine, after serious economic and technical analysis of all 
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bids. including long-term and short-term bids, that the offered capacity or energy would serve their 

xstomers more economically than their existing assets, then APS and TEP shall make procurements 

2ccordingly, keeping in mind that the goal of the competitive solicitation is to provide ratepayers with 

reliable power at the lowest cost, while considering the environmental effects of their procurement 

Secisions and whether their decisions further the Commission’s goals of encouraging the 

Sevelopment of a robust competitive wholesale generation market. 

32. Transmission constraints currently limit the capacity and energy that can be delivered 

from particular generators over particular lines to load in the Phoenix, Tucson, and Yuma areas, and 

-nay give rise to RMR requirements inside those load pockets. 

33. Inclusion of RMR in contestable load should increase the benefits to be derived from 

:ompetitive bidding by providing a market response reference regarding the relative economic and 

mvironmental merits of competitive generation solutions to Arizona’s load pocket problems. 

34. All generation that can reliably deliver energy into load pockets, under the RMR 

:ontestability conditions set forth in Findings of Fact No 3 5  below, shall be allowed to compete in a 

fair and open manner to supply energy and capacity to both APS and TEP in the solicitation process. 

3 5 .  RMR capacity and energy should be contestable under the following conditions: 1) if 

non-utility owned or non-rate based generation exists locally; 2) if remote generation has access to 

non-APS or non-TEP firm transmission capacity that would enable delivery to the local area; and 3) 

if owners of remote generation offer to finance transmission improvements to remedy the 

transmission constraint. 

36. APS, Salt River Project and the Western Area Power Administration are currently 

participating in RMR studies for the years 2003-2007 to be tiled with the Commission by January 3 1. 

2003, and which are to include the identification of RMR hours, capacity and energy. 

37. It is reasonable for Staff and the Independent Evaluator to review the January, 2003 

RMR study results, and comments to those results, and to thereafter make necessary revisions to the 

RMR amounts appearing in Staffs contestable load estimates during the Pre-Solicitation process set 

forth in the Staff Report. 

38. The utilities shall evaluate RMR and non-RMR bids concurrently, in order to 
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determine their best least-cost portfolio. 

39. The protocols applicable to RMR bids and contract management shall be the AISA or 

Westconnect protocols, whichever are in effect on a given date. 

40. APS shall solicit capacity in amounts conforming to, at a minimuin, Staff’s estimates 

as set forth in its December 18, 2002 revision to Exh. S - 5 ,  with the addition of the necessary RMR 

3mounts as determined by Staff and the Independent Evaluator following their receipt and review of 

:omments to the January, 2003 RMR Study Results, during the Pre-Solicitation process set forth in 

.he Staff Report. 

41. TEP shall solicit capacity in amounts conforming, at a minimum, to Staffs estimates 

IS set forth in its December 18, 2002 revision to Exh. S-5.  with the ac’dition of the necessary KMR 

imounts as determined by Staff and the Independent Evaluator following their receipt and review of 

:omments to the January. 2003 RMR Study Results, during the Pre-Solicitation process set forth in 

he Staff Report. 

42. APS shall solicit energy in amounts conforming to, at a minimum, Staffs estimates as 

jet forth in its December 18, 2002 revision to Exh. S-5 ,  with the addition of the necessary RMR 

imounts as determined by Staff and the Independent Evaluator following their receipt and review of 

:omments to the January, 2003 RMR Study Results, during the Pre-Solicitation process set forth in 

the Staff Report. 

43. TEP shall solicit energy in amounts conforming to, at a minimum, Staff’s estimates as 

jet forth in its December 18, 2002 revision to Exh. S-5 ,  with the exception of the amounts labeled as 

xonomy purchases, and with the addition of the necessary RMR amounts as determined by Staff and 

the Independent Evaluator following their receipt and review of comments to the January, 2003 RMR 

Study Results, during the Pre-Solicitation process set forth in the Staff Report. 

44. The utilities shall use least cost planning principles to develop their overall portfolios. 

In determining the appropriate resource portfolio in the best interests of their customers, APS and 

TEP shall seriously consider a well-balanced mixture of contracts, including long-term contracts, in 

order to protect ratepayers from future upswings in power prices. 

45. APS and TEP shall have the right to reject all bids if the bids do not reasonably meet 
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the needs of the utility and its customers, after sound economic and deliverability analysis of all bids 

received, including long- and short-term bids. The utilities’ goal should be to obtain for their 

customers the least-cost mix of reliable power over the long term, while being mindful of the 

environmental effects of their procurement decisions, as well as whether their procurement decisions 

will further the goal of encouraging the development of a competitively robust wholesale generation 

market in Arizona. While we are not requiring APS and TEP to accept bids in the solicitation process 

beyond their requirements that cannot be produced from their own existing assets, APS and TEP 

should be on notice that the Commission will closely scrutinize the offered bids and the utilities’ 

procurement decisions based on those bids for conformity with those goals. 

46 

wholesale market. 

APS buys power on the wholesale market, and its affiliate offers power on the 

47. Merchant generators ha\Te expressed concern that allowing Pinnacle West to share 

services with APS related to system dispatch, risk management or contract management would 

provide APS’ competitive affiliates access to information that would impermissibly create an unfair 

competitive advantage to the affiliate. 

48. APS stated that it is working with Staff to establish the standards of conduct required 

by the Staff Proposed Solicitation Process, and is identifying the team of employees that will conduct 

the solicitation and will take steps to ensure that they do not share inappropriate information with 

employees of APS affiliates who may be directly involved in the preparation of a bid in the 

solicitation process. 

49. While we acknowledge and appreciate APS’ efforts regarding standards of conduct. 

the fact that the standards of conduct are not a part of the record in this proceeding necessitate the 

establishment of guidelines to clarify the Commission‘s position that no exercise of affiliate 

preferences will be tolerated in the solicitation process. 

50. APS shall treat affiliated generation equally in all respects with non-affiliated 

generation in the solicitation process. This requirement extends to any contractual arrangements 

associated with the bidding and procurement process, including natural gas tolling, that APS enters 

into with any affiliated entity involved in the solicitation and procurement process. 
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51. APS shall keep detailed records of any and all contacts with all non-APS entities. 

including employees of and contractors for its parent and all affiliates. including but not limited to 

U&T, P WEC and Pinnacle West, regarding this initial solicitation, and subsequent solicitations, up 

ihrough the time that the procurement process is complete. These records shall be subject to the same 

maintenance and availability requirements as those described on pages 26 and 27 of the Staff Report. 

52. Employees of and contractors for APS’s parent and affiliates, including but not limited 

.o M&T. PWEC and Pinnacle West, who may be involved in the preparation of a bid in the 

jolicitation process, shall not have contact with employees that will conduct the solicitation. 

53. For the purposes of the solicitation and procurement, APS shall prohibit all personnel 

Jvho provide advice to APS in the solicitation process froin communicating with any personnel 

horking for or contracted to APS’s parent or affiliates who may be involved in the preparation of a 

)id in the solicitation process. 

54. APS shall adopt the practice of using “blind” procurement techniques, such as 

Aectronic trading platforms or independent brokers, for all its short term purchases with the 

:xception of emergency purchases. APS shall file a draft protocol adopting this practice, for 

Zommission approval, by March 30, 2003. 

55. While we adopt the guidelines set forth in Findings of Fact Nos. 50-54 above, they do 

iot constitute an all-inclusive list of the restrictions on the type of activities that APS and its affiliates 

must prevent. In determining whether an act or communication is appropriate, the APS employee 

shall evaluate whether the act or Communication would further the Commission’s goal of 

mcouraging the development of a robust competitive wholesale generation market in Arizona. We 

want to make clear that any preferential or discriminatory activity by APS, its parent or affiliates that 

interferes with a fair, unbiased solicitation process, whether specifically delineated or not in the 

standards of conduct, the Code of Conduct, or this Decision, will not be tolerated, and that we will 

closely scrutinize the solicitation process for signs of any such abuse. 

56. TEP buys power on the wholesale market, but currently has no affiliate offering power 

on the wholesale market. 

57. TEP requested that the Commission waive the applicability of Section IV.C, paragraph 
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2 ~ lines 10-1 9 of the Staff Report with respect to TEP, thus allowing TEP’s Wholcsalc Marketing 

department to be involved in the initial solicitation process. 

58. Because TEP does not have an affiliate that will bid in the upcoming initial 

competitive solicitation process. we find that it is reasonable to, and shall, grant TEP’s request to 

allow TEP’s Wholesale Marketing department to be involved in this initial solicitation process. 

59. In the event a TEP affiliate does plan to offer power on the wholesale market, TEP 

shall adopt the practice of using “blind” procurement techniques, such as electronic trading platforms 

or independent brokers, for all its short term purchases with the exception of emergency purchases. 

TEP shall file a draft protocol adopting this practice. for Commission approval, 60 days prior to a 

TEP affiliate offering any power on the wholesale market. 

60. Based on the record in this proceeding, it is not necessary at this time to institute a 

formal Commission IRP process. However, an IRP process may for some reason become desirable 

or necessary in the future. We will therefore direct Staff to file a report in these dockets, by 

November 3, 2003, informing the Conimission of its position at that time on the advisability of the 

institution of a formal Commission IRP process. 

61. Based on the record in this proceeding, it is not necessary at this time to require that 

APS or TEP solicit DSM bids, but this finding does not prohibit the submission of such bids. 

62. It is reasonable for the Commission to hold workshops to explore the development of 

a DSM policy and an environmental risk management policy. with such exploration to include an 

examination of the possible costs and benefits of the respective policies. We will therefore direct 

Staff to facilitate a workshop process to explore the development of a DSM policy and an 

environmental risk management policy, with such exploration to include an examination of the 

possible costs and benefits of the respective policies, and to file a report, by July 3 1, 2003, informing 

the Commission of the progress achieved in the workshops, including a Staff recommendation on 

whether hearings should be held as suggested in Exhibits DB-2 and DB-3 to Exh. LAW- 1.  

63. The Codes of Conduct have not yet been addressed in these dockets. We will 

therefore direct Staff to file reports in these dockets, not later than April 1, 2003, on the Codes of 

Conduct previously filed by APS and TEP. The Staff Reports should include, but not be limited to, 
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an analysis of the standards of conduct developed in this proceeding, their applicability to the 

respective Codes of Conduct filed by TEP and APS, and recommendations regarding their 

incorporation into the Codes of Conduct. Hearings will be scheduled on the Codes of Conduct 

following the filing of those Staff Reports. 

64. The issue of the AISA has yet to be examined in these dockets. We will therefore 

direct Staff to file a report in these docket on the issue by July 31, 2003. tliat includes a description 

and analysis of the function of the AISA and a recommendation to the Commission regarding 

whether a hearing should be held. 

6 5 .  Expedited approval of procurement contracts entered as a result of the competitive 

solicitation would pose a substantial risk to consumers and is not necessary at this time for the 

protection of either the utilities or the merchants. 

66. The review processes set forth in the Staff Report at page 27, including the prudency 

review, are reasonable. We will require that Staff file a report in these dockets by July 15, 2003, or 

earlier, informing the Commission of its progress in the contemplated reviews described at page 27 of 

the Staff Report. 

CONCLUSIONS OF LAW 

1. 

2. 

3. 

The Commission has jurisdiction over these proceedings. 

Notice of these proceedings was given as required by law. 

Pursuant to Article 15, 5 3 of the Arizona Constitution, the Commission has full power 

to make and enforce reasonable rules. regulations. and orders for the convenience. comfort, and 

safety, and the preservation of the health, of the employees and patrons of public sertice 

corporations. 

4. Pursuant to A.R.S. 5 40-361, every public service corporation shall furnish and 

maintain such service, equipment and facilities as will promote the safety, health, comfort and 

convenience of its patrons, employees and the public, and as will be in all respects adequate, 

efficient, and reasonable. 

5. Pursuant to A.R.S. 5 40-321 and 40-331, the Commission has broad authority to 

regulate the service and facilities of public service corporations in order to protect the public. 

74 DECISION NO. 



I 

1 

2 

3 

4 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

DOCKET NO. E-00000A-02-005 1 ET AI_. 

6. It is reasonable and in the public interest to require that APS and TEP test the market 

in this solicitation, beyond the required power that cannot be produced from their respective existing 

assets or existing contracts, to determine whether reliable generation is available at a lower cost than 

that produced by their own existing assets, or at a comparable level of cost, but b i t h  reduced adverse 

Environmental effects, compared to their own existing assets. 

7. It is reasonable and in the public interest to require APS to solicit for capacity and 

energy in the amounts referenced in Findings of Fact Nos. 40 and 42 above. 

8. It is reasonable and in the public interest to require TEP to solicit for capacity and 

2nergy in the amounts referenced in Findings of Fact Nos. 41 and 43 above. 

9. It is also reasonable and in the public interest to require APS and TEP to determine, 

sfter serious economic and technical analysis, using least cost planning principles. whether bids 

nffered in the solicitation, including both long- and short-term bids, would serve their customers 

more economically than their existing assets, and to make procurements accordingly, with the right to 

reject all bids if necessary, keeping in mind that the goal of the competitive solicitation is to provide 

ratepayers with reliable power at the lowest cost, while considering the environmental effects of their 

procurement decisions, as well as whether their decisions further the Commission’s goal of 

encouraging the development of a robust competitive wholesale generation market. 

10. Imposition of the conduct requirements set forth in Findings of Fact Nos. 50-55 and 

59 is reasonable and necessary in order to protect the integrity of the solicitation process and the 

public interest. 

11.  It is reasonable and in the public interest to allow TEP’s Wholesale Marketing 

department to be involved in the initial solicitation process. as TEP has no affiliate offering power on 

the wholesale market at this time. 

12. It is not in the public interest for the Commission to review the prudency of 

procurement contracts resulting from this solicitation on an expedited basis. 

13. The record in this proceeding supports Commission adoption of the Detailed Staff 

Proposed Solicitation Process appearing at pages 6-27 of the October 25,2002 Staff Report. 
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ORDER 

IT IS THEREFORE ORDERED that the Detailed Staff Proposed Solicitation Process 

ippearing at pages 6-27 of the October 25. 2002 Staff Report is hereby adopted. and APS. TEP and 

Staff shall comply with its requirements. 

IT IS FURTHER ORDERED that APS, TEP and Staff shall comply with the directives of the 

iiscussions and Findings of Fact herein. 

IT IS FURTHER ORDERED that the Commission's actions in this proceeding do not 

:onstitUte state action for the purposes of antitrust laws. It is not our intent to insulate Arizona Public 

;ervice Company, its parent, or affiliates, or Tucson Electric Power from any provisions of law that 

rohibit the restraint of trade. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

BY ORDER OF THE ARIZONA CORPORATION COMMISSION. 

:HAIRMAN COMMISSIONER COMMISSIONER 

:OMMISSIONER COMMISSIONER 

IN WITNESS WHEREOF, I, BRIAN C. McNEIL, Executive 
Secretary of the Arizona Corporation Commission, have 
hereunto set my hand and caused the official seal of the 
Commission to be affixed at the Capitol, in the City of Phoenix. 
this day of ,2003. 

BRIAN C. McNEIL 
EXECUTIVE SECRETARY 

IISSENT 

IISSENT 
TW:dap 
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